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THE  IMPACT  OF  NAFTA  ON  THE  PUBLIC 

SECTOR 


TUESDAY,  JULY  27,  1993 

House  of  Representatives, 
Legislation  and  National  Security  Subcommittee 

OF  the  Committee  on  Government  Operations, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  10:25  a.m.,  in  room 
2154,  Raybum  House  Office  Building,  Hon.  John  Conyers,  Jr. 
(chairman  of  the  subcommittee)  presiding. 

Members  present:  Representatives  John  Conyers,  Jr.,  Carolyn  B. 
Maloney,  Corrine  Brown,  Al  McCandless,  and  William  F.  dinger, 
Jr. 

Also  present:  Representatives  Gene  Green  and  Stephen  Horn. 

Subcommittee  staff  present:  James  C.  Turner,  staff  director; 
Cheryl  A.  Phelps;  professional  staff  member;  Rosalind  Burke-Alex- 
ander, clerk;  and  Jane  O.  Cobb,  minority  professional  staff.  Com- 
mittee on  Government  Operations. 

OPENING  STATEMENT  OF  REPRESENTATIVE  MALONEY, 

PRESIDING 

Mrs.  Maloney.  The  subcommittee  will  come  to  order. 

The  chairman  is  on  his  way  and  he  will  be  here  shortly,  but  in 
the  interest  of  time,  we  are  going  to  begin. 

I  am  going  to  read  Chairman  Conyers'  opening  statement  and  I 
hope  that  he  will  be  here  to  complete  it. 

"We  are  here  today  to  examine  the  impact  of  the  North  American 
Free  Trade  Agreement,  or  NAFTA,  on  government  procurement 
and  the  public  sector.  This  examination  reflects  the  committee's 
legislative  jurisdiction  over  provisions  in  international  trade  agree- 
ments affecting  Federal  Government  procurement,  as  well  as  its 
oversight  jurisdiction  of  other  areas  relevant  to  the  implementation 
of  the  NAFTA. 

"There  has  been  little  discussion  of  the  effect  of  this  agreement 
on  the  principal  area  of  commerce  that  we,  as  Representatives  of 
the  people,  can  directly  influence,  government  purchasing. 

"We  may  not  be  able  to  decide  who  General  Motors  employs  to 
build  its  cars,  but  we  can  decide  who  our  government  employs  to 
build  our  highways.  Public  procurement  is  a  critical  means  by 
which  our  government  addresses  the  social,  economic,  and  infra- 
structure interests  of  our  communities. 

"Our  procurement  laws  ensure  that  our  government  purchases 
U.S.  goods  and  services,  employs  U.S.  workers,  and  invests  in  the 
United  States  economy.  When  we  enter  into  trade  agreements  that 
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set  aside  these  laws,  we  must  ensure  that  opportunities  gained 
equal  opportunities  lost. 

"This  does  not  appear  to  be  the  case  with  NAFTA. 

"With  an  estimated  value  of  $66  billion,  the  United  States  Fed- 
eral civilian  procurement  market  is  three  times  greater  than  the 
Canadian  and  Mexican  markets  combined,  and  most  of  the  United 
States  market  is  open  to  foreign  competition. 

"Under  NAFTA,  Mexico,  with  a  total  procurement  market  valued 
at  $15  billion,  is  granted  $1  billion  in  set-asides  annually  and  10 
years  to  meet  its  obligations  under  the  agreement.  Under  NAFTA, 
Mexico's  two  largest  purchasing  entities,  responsible  for  40  percent 
of  total  government  procurement,  enjoy  a  threshold  for  procure- 
ment coverage  that  is  5  times  higher  than  for  most  United  States 
Government  entities. 

'The  committee  is  also  deeply  concerned  that  NAFTA  may  weak- 
en State  procurement  laws.  We  are  concerned  that  NAFTA  will  fos- 
ter legal  challenges  to  State  and  local  regulations  that  are  more 
rigorous  than  those  set  out  in  the  agreement.  Under  NAFTA,  we 
may  find  that  the  legislative  and  regulatory  authority  of  our  States 
are  preempted  by  the  rules  of  trade. 

"We  are  equally  concerned  about  the  potential  of  NAFTA  to  su- 
persede the  multilateral  agreement  governing  international  pro- 
curement. The  United  States  and  Canada,  along  with  18  other  na- 
tions, are  signatories  of  the  GATT  government  procurement  code, 
but  Mexico  is  not. 

"If,  as  an  early  draft  provided,  NAFTA  provisions  would  prevail 
over  those  of  the  code,  then  Mexican  suppliers  may  enjoy  rights 
and  privileges  superior  to  those  granted  other  nations.  Because  this 
interpretation  could  undermine  our  own  interests  in  these  markets, 
and  the  final  language  in  NAFTA  does  not  clearly  address  this 
matter,  the  committee  is  interested  in  knowing  how  this  agreement 
will  be  interpreted. 

"Another  question  which  must  be  addressed  is  how  we  will  re- 
spond to  the  additional  demands  on  Federal,  State  and  local  gov- 
ernments for  public  services  related  to  job  loss,  economic  disloca- 
tions and  other  adjustments  resulting  from  NAFTA. 

"The  President  has  promised  a  comprehensive  dislocated  workers 
program  containing  training  services,  health  care  benefits,  income 
support  and  assistance  to  communities  adversely  affected  by 
NAFTA. 

"How  much  will  this  program  cost?  How  will  we  pay  for  it? 

"If  we  admit  that  NAFTA  will  adversely  affect  jobs  and  create 
the  need  for  those  adjustment  programs,  then  we  must  also  face 
the  fact  that  NAFTA  will  adversely  affect  government  revenues 
and  the  quality  and  quantity  of  services  which  the  public  sector  de- 
livers. 

"The  Department  of  Labor  is  still  developing  the  dislocated  work- 
ers program  and  is  unable  to  provide  public  testimony  at  this  time. 
However,  I  understand  that  the  Department  of  Commerce  and  the 
Office  of  the  Trade  Representative  can  respond,  in  general  terms, 
to  the  administration's  approach  to  these  critical  issues. 

"We  welcome  all  of  our  witnesses  and  look  forward  to  a  candid 
discussion." 


At  this  time,  I  wish  to  recognize  the  ranking  member  of  the  sub- 
committee, Mr.  Al  McCandless. 

Mr.  McCandless.  Thank  you,  Madam  Chair. 

I  want  to  thank  Chairman  Conyers  for  convening  this  timely 
hearing  on  the  North  American  Free  Trade  Agreement.  I  am  not 
one  of  them,  but  there  seem  to  be  many  Members  sitting  on  the 
fence  regarding  NAFTA. 

Since  the  final  decision  regarding  the  fate  of  this  historic  agree- 
ment rests  with  the  Members  of  Congress,  it  is  vitally  important 
that  each  of  us  here  review  all  potential  scenarios,  positive  and 
negative.  In  that  regard,  I  would  like  to  extend  my  appreciation  to 
the  chairman  and  his  staff,  who  recognize  the  importance  of  such 
balance  and  readily  agreed  to  several  suggestions  by  the  minority 
for  witnesses  for  today's  hearing. 

I  am  all  for  the  enactment  of  NAFTA.  In  reading  and  studying 
the  numerous  articles,  reports,  and  analyses  that  have  been  done 
on  NAFTA,  I  find  it  impossible  to  question  that  it  is  not  in  our  best 
interest  to  sign  such  an  agreement.  That  is  not  t©  say  that  there 
are  not  legitimate  concerns  to  be  addressed,  but  that  given  their 
true  weight  and  merit,  those  concerns  should  not  stand  in  the  way 
of  an  agreement  itself 

An  example  of  concern  that  seems  to  be  blown  out  of  proportion 
is  the  fear  that  a  NAFTA  would  cause  massive  numbers  of  United 
States  manufacturing  jobs  and  businesses  to  relocate  in  Mexico, 
leaving  a  glut  of  unemployment  of  low-skilled  workers.  However,  if 
you  look  just  beyond  the  surface,  there  is  an  overwhelming  tide  of 
expert  documentation  that  says  that  NAFTA's  effect  on  U.S.  jobs 
will  be  small,  that  with  a  NAFTA,  the  total  number  of  jobs  is  not 
expected  to  be  affected  in  the  long  run. 

Among  those  who  have  made  this  assessment  are  the  very  insti- 
tutions we  in  Congress  turn  to  every  day  for  sound  facts  and  fig- 
ures on  the  economy,  public  policies,  science  and  eveiy  other  issue 
Congress  must  make  decisions  about.  They  are  the  Congressional 
Budget  Office,  Federal  Reserve  Board,  Congressional  Research 
Service,  Library  of  Congress,  and  the  Office  of  Technology  Assess- 
ment. 

The  fact  that  the  work  of  these  institutions  is  independent  from 
that  of  the  pro-NAFTA  administration  gives  even  more  credence  to 
the  argument  that  the  effect  of  NAFTA  on  jobs  lost  will  be  neg- 
ligible and  that  the  NAFTA  will  be  beneficial  to  all  parties  in  the 
long  run. 

Basically,  what  these  studies  show  is  that  it  is  not  the  number 
of  jobs  that  will  be  affected  by  NAFTA,  but  the  composition,  the 
composition  of  jobs  in  the  economy  that  will  change.  In  other 
words,  NAFTA  may  result  in  fewer  jobs  for  low-skilled  workers  in 
the  United  States,  but  they  will  be  replaced  by  other  higher-skilled 
jobs,  a  phenomenon  that  is  occurring  even  without  NAFTA.  It  is 
what  happens  when  a  country's  standard  of  living  rises. 

Trying  to  protect  and  hold  on  to  these  low-skilled  jobs  will  only 
retard  our  overall  economic  and  social  progress.  Instead,  we  need 
to  work  to  reeducate  and  retrain  a  more  highly  skilled  and  com- 
petitive work  force  while  enacting  a  NAFTA  for  the  overwhelming 
benefits  it  would  provide. 


The  assessment  bv  the  Congressional  Budget  Office  summarizes 
these  benefits  as  well  as  anyone. 

A  rising  standard  of  living  in  Mexico  based  upon  greater  economic  efficiency  and 
open  trade  can  also  help  raise  the  standard  of  living  in  the  United  States.  The  Unit- 
ed States  would  also  benefit  from  the  improvement  in  economic  efficiency  that  ac- 
companies freer  trade. 

U.S.  consumers  would  benefit  from  lower  prices.  U.S.  workers  from  the  net  in- 
crease in  jobs  and  income,  and  U.S.  investors  from  the  new  investment  opportuni- 
ties in  both  Mexico  and  the  United  States.  The  United  States  would  also  be  helped 
by  changes  in  Mexico  that,  over  the  long  run,  would  reduce  pressure  related  to  im- 
migration and  increase  political  stability. 

My  support  for  the  free  trade  agreement  that  basically  eliminates 
tariffs  and  other  trade  barriers  is  obvious.  For  the  economy  as  a 
whole,  both  economic  theory  and  historical  experience  indicates 
that  all  countries  benefit  from  freer  trade. 

When  each  country  specializes  in  production  of  those  products  in 
which  it  is  most  suited,  efficiency  and  productivity  in  all  countries 
increases;  income  rises,  competitiveness  is  strengthened  and  con- 
sumers and  producers  are  better  off.  I  believe  that  maintaining 
protectionist  restrictions  for  the  sake  of  saving  low-wage,  low- 
skilled  jobs  is  not  only  shortsighted  but  creates  a  major  obstacle  to 
raising  our  standard  of  living. 

In  a  study  for  the  National  Center  of  Policy  Analysis,  James 
Bevard  found  that  protectionist  measures  such  as  tariffs  and 
quotas  cost  each  U.S.  family  an  average  of  about  $800  a  year.  Fur- 
thermore, he  says  that  low-income  households  suffer  more  because 
they  spend  a  greater  share  of  their  earnings  on  food  and  clothing, 
two  of  our  most  rigidly  controlled  imports. 

The  NAFTA  offers  a  win-win  proposition.  However,  I  recognize 
that  there  are  painful  adjustments  to  any  worthwhile  progress.  In 
the  case  of  NAFTA,  the  transition  of  our  work  force  to  higher- 
skilled,  higher-paid  jobs.  I  hope  to  learn  from  our  witnesses  today 
what  other  adjustments  might  be  necessary  with  NAFTA  and  how 
we  might  best  address  those  adjustments  so  that  we  may  enjoy  the 
many  benefits  from  a  successful  trade  agreement  with  our  neigh- 
boring countries. 

Thank  you.  Madam  Chairwoman. 

Mrs.  Maloney.  Mr.  dinger  from  Pennsylvania,  likewise,  has  an 
opening  statement. 

Mr.  Clenger.  Thank  you.  Madam  Chairwoman. 

I  want  to  thank  Chairman  Conyers  for  scheduling  this  hearing. 
I  think  it  is  an  important  hearing  because  even  though  we  have 
had  a  number  of  hearings  on  NAFTA  and  the  implications  it  may 
have  for  our  economy,  on  government  procurement  has  not  received 
any  attention.  I  think  this  hearing  will  focus  and  give  that  much- 
needed  attention  to  the  government  procurement  aspect  of  the 
NAFTA. 

I  would  ask  unanimous  consent  that  my  longer  statement  be  in- 
cluded in  the  record. 

Mrs.  Maloney.  Thank  you  very  much,  and  so  granted. 

[The  prepared  statement  of  Mr.  dinger  follows:] 
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Thank  you,  Mr.  Chairman. 

I  would  like  to  take  this  opportunity  to  thank  the  witnesses  firom  the 
Administration  and  from  the  various  think  tanks  who  have  been  called  upon  time 
and  again  to  come  before  Congress  and  answer  to  their  work  on  the  NAFTA. 
Although  it  is  the  first  hearing  on  the  agreement  for  this  subcommittee,  two  other 
Government  Operations  subcommittees  have  held  hearings  on  it  and  I  know  there 
have  been  numerous  other  Congressional  hearings  on  the  issues  surrounding  the 
NAFTA.  Obviously  an  agreement  of  this  magnitude  and  importance  presents  a 
number  of  questions  and  concerns,  and  since  Congress  has  the  final  say,  it  is 
important  for  all  Members  to  be  educated  fiilly.  I  want  to  thank  our  witnesses  for 
their  tireless  efforts  in  this  regard. 

The  unique  issues  NAFTA  presents  for  this  subcommittee  have  to  do  with  the 
agreement's  effect  on  the  public  secton  in  particular,  public  sector  jobs,  public 
revenues,  and  Federal  government  procurement.  Although  voluminous  works  have 
been  produced  on  NAFTA's  economic  effects  on  private  sector  jobs  and 
businesses,  those  works  have  been  somewhat  limited  in  their  assessment  of  how 
our  public  sector  mil  be  affected. 

The  concerns  of  this  subcommittee  require  a  different  set  of  analyses  in 
order  to  consider  the  questions  that  fall  under  this  subcommittee's  jurisdiction: 
What  will  the  agreement  cost  the  Federal  government?  How  much  of  the  bill  do  we 
expect  private  businesses  to  foot?  How  %^  public  coffers  be  impacted  as  we  make 
incremental  decreases  in  the  collection  of  border  tariffs?  What  costs  savings  could 
our  Federal  government  recognize  by  being  able  to  procure  from  the  markets 
directly  north  and  south  of  our  national  borders? 

I  look  forward  to  the  testimony    today  in  order  to  learn  more  about  how  a 
North  American  Free  Trade  Agreement    would  impact  these   unique  issues. 


Mrs.  Maloney.  As  is  the  practice  with  this  committee,  all  wit- 
nesses are  sworn  in. 

Our  first  witness  is  Representative  Kaptur,  Marcy  Kaptur  who 
will  make  a  brief  statement. 

Will  you  please  stand  and  raise  your  right  hand? 

[Witness  sworn.] 

Mrs.  Maloney.  Please  proceed. 

STATEMENT  OF  HON.  MARCY  KAPTUR,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  OHIO 

Ms.  Kaptur.  Thank  you  very  much,  Madam  Chair,  Mr.  McCand- 
less,  with  whom  I  had  the  pleasure  of  serving  on  the  Banking  Com- 
mittee for  many  years,  and  Mr.  dinger. 

I  am  very  grateful  for  the  opportunity  to  be  here  this  morning 
and  present  my  views.  I  will  be  brief  and  submit  written  material 
for  the  record. 

Over  the  past  decades,  my  State  of  Ohio  has  seen  over  100,000 
jobs  lost  as  a  result  of  companies  moving  to  Mexico,  and  so  I  feel 
compelled  to  appear  before  every  congressional  committee  that  is 
holding  hearings  on  this  very  important  issue.  Other  States,  par- 
ticularly States  with  high  manufacturing  employment,  have  experi- 
enced similar  losses. 

Over  75  Michigan  companies  have  operations  now  in  Mexico  em- 
ploying over  41,000  people.  The  losses  that  my  State  and  States 
ike  Michigan,  Pennsylvania,  and  even  California  have  experienced 
lave  ripped  the  fabric  of  society  in  countless  communities  throwing 
many  out  of  work,  hurting  families  and  children,  creating  huge  so- 
cial costs  on  the  public  sector  locally  and  overburdening  govern- 
ment service  providers. 

Unfortunately,  our  economically  hard-hit  regions  will  be  helped 
very  little  by  President  Clinton's  economic  plan.  That  was  detailed 
this  past  weekend  in  newspaper  reports  of  studies  that  the  Council 
of  Economic  Advisors  did.  Despite  the  pain  that  States  like  mine 
have  suffered,  administration  estimates  show  that  the  proposed 
budget  will  put  Ohio  and  Michigan  at  the  bottom  of  all  States  in 
terms  of  jobs  likely  to  be  created. 

In  fact,  that  budget  estimates  that  only  0.7  percent  employment 
growth  will  occur  in  the  States  of  Ohio  and  Michigan.  Compare 
that  to  Texas  where  employment  growth  is  projected  at  10.9  per- 
cent, California  at  14  percent,  and  Arizona  at  20.5  percent.  Clearly, 
our  region  cannot  rely  on  the  Clinton  economic  plan  for  any  relief 
in  the  short  term.  But  these  dismal  figures  pale  when  the  job  loss 
that  NAFTA  will  cause  is  factored  in  on  top  of  it. 

Estimates  that  account  for  all  of  the  factors  that  impact  our  eco- 
nomic relationship  with  Mexico,  including  investment  shifts  and 
exchange  rate  fluctuations,  give  estimates  of  net  job  loss  for  our 
country  of  up  to  550,000  more  jobs,  most  of  which  are  centered  in 
and  acijacent  to  the  region  that  I  represent. 

Economists  disagree  whether  the  job  loss  will  be  in  the  near  term 
or  the  long  term,  and  about  exactly  how  fast  it  will  occur.  Some 
studies  have  shown  that  NAFTA  may  result  in  some  net  job  gain, 
but  a  recent  study  by  the  Congressional  Budget  Office,  which  you 
will  hear  more  later  about  this  morning  reported  that  employment 
studies  most  oflen  cited  by  NAFTA  supporters,  and  I  quote  directly 


here,   "tend   to  be   weak   or   inappropriate   for   analyzing   macro- 
economic  issues,  such  as  unemployment  and  trade  deficits. 

The  authors  of  that  study  admitted  that  even  their  own  economic 
model  gave,  "predictions  of  employment  effects  that  are  not  particu- 
larly useful."  We  know  that  predicting  the  future  is  difficult;  but, 
past  history  suggests  that  NAFTA  will  have  a  negative  impact  on 
jobs.  The  current  limited  free  trade  zone  with  Mexico,  known  as  the 
maquiladora  zone,  to  which  I  have  traveled  more  than  once,  has  al- 
ready resulted  in  over  a  half  million  of  our  jobs  being  transplanted 
south  of  the  border. 

Even  worse  in  many  ways  is  NAFTA's  likely  effect  on  our  stand- 
ard of  living.  In  addition  to  500,000  lost  jobs  and  the  many  thou- 
sands more  displaced  workers  seeking  part-time  work — I  have  peo- 
ple in  my  district  now  working  three  part-time  jobs — NAFTA  will 
exert  downward  pressure  on  eveir  U.S.  worker's  wages. 

The  Mexican  Government's  tight  control  on  wages  and  disregard 
for  worker  rights  means  that  Mexican  workers  are  not  paid  accord- 
ing to  their  productivity.  There  is  no  way  U.S.  workers  can  compete 
with  these  artificially  low  wages  except  by  making  substantial 
wage  and  benefit  concessions.  Low  Mexican  wages  nave  already 
been  used  to  force  United  States  wage  concessions  and  are  being 
used  every  day. 

One  company  from  my  district  told  its  workers  who  were  earning 
$9  an  hour,  "you  take  a  $3-an-hour  cut  or  we  are  moving  to  Mex- 
ico." The  workers  said,  no,  they  would  not  do  that.  The  company 
made  doors  for  homes,  front  doors  and  back  doors,  and  now  that 
particular  company  is  operating  in  Mexico  in  the  maquiladora  zone, 
because  the  workers  were  not  willing  to  work  for  $6  an  hour  with 
additional  cuts  in  their  health  benefits. 

So  we  know  exactly  what  happens  here  with  this  doNvnward  pres- 
sure on  wages.  You  can  see  it  in  some  of  the  materials  that  are 
being  put  out  by  head-hunting  firms  here  in  the  United  States, 
whicn  are  actually  trying  to  recruit  companies.  In  fact,  a  group  at 
Temple  University  has  been  trying  to  recruit  companies  from  our 
region  of  the  country  to  locate  down  to  Mexico,  using  low  wages  as 
a  lure. 

NAFTA  has  some  very  vocal  friends  these  days.  Among  them  is 
the  Mexican  Government,  which  is  spending  as  much  as  $25  mil- 
lion to  lobby  NAFTA  in  Congress,  the  single  largest  lobbying  ex- 
penditure ever  by  a  foreign  government  in  our  country. 

We  have  recently  read  about  a  special  NAFTA  Czar  appointed  by 
President  Clinton  to  oversee  the  White  House  lobbying  strategy 
and  the  unprecedented  alliance  of  hundreds  of  corporate  leaders  in 
the  USA-NAFTA  coalition.  Nearly  every  day  I  receive  a  slick  new 
study  from  these  individuals  talking  about  how  NAFTA  will  in- 
crease opportunities  for  our  companies  to  export  their  products  to 
Mexico. 

If  I  listened  only  to  their  statements,  I  might  think  that  is  all 
that  NAFTA  will  do,  allow  us  to  sell  more  goods  to  Mexico.  Well, 
let's  take  a  closer  look  at  the  kind  of  things  we  are  selling  to  Mex- 
ico. We  continue  to  have  a  consumer  goods  trade  deficit  with  Mex- 
ico that  has  been  growing  steadily.  In  1989,  it  was  less  than  $2  bil- 
lion. In  1991,  our  deficit  in  consumer  goods  was  over  $3  billion  with 
Mexico. 
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In  other  words,  the  Mexican  consumer  market  is  a  myth.  If  you 
have  ever  been  to  Mexico,  as  I  have,  and  seen  the  poverty  in  which 
workers  hve,  you  can  understand  why  they  are  not  rushing  to  buy 
our  consumer  products.  I  met  a  woman  who  has  worked  for  the  Ze- 
nith Corp,  down  there  for  10  years.  She  nets  for  48  hours  work  per 
week,  $15.75  in  U.S.  dollars.  She  has  to  spend  $3  for  a  box  of  rice. 
It  is  a  family  with  seven  children.  So  there  is  no  way  that  these 
families  are  going  to  purchase  many  U.S.  goods. 

On  the  other  hand,  the  trade  surplus  in  intermediate  and  capital 
goods  has  been  growing.  These  are  products,  such  as  heavy  ma- 
chinery, used  to  equip  new  factories  being  built  in  northern  Mexico. 

In  other  words,  we  are  exporting  to  Mexico  not  our  products,  but 
our  productive  capacity.  NAFTA  won't  result  in  our  selling  more 
consumer  goods  to  Mexico,  but  it  will  bring  Mexican-style  stand- 
ards of  living  and  unemplojonent  to  the  United  States. 

It  will  further  tax  the  already  overburdened  infrastructure  along 
our  border  with  Mexico  and  result  in  serious  threats  to  the  envi- 
ronment and  public  health.  It  will  abrogate  the  ability  of  our  State 
and  local  governments,  and  even  Congress  itself,  to  enforce  laws 
which  protect  the  health  and  safety  of  our  people.  And  it  will  de- 
crease Federal  revenues  as  well  as  local  revenues  while  at  the 
same  time  requiring  new  spending. 

We  must  ask  what  will  be  NAStA's  effect  on  our  budget.  A  re- 
cent New  York  Times  article  estimated  NAFTA's  costs  in  these 
tight  budget  times  to  the  U.S.  Government  as  high  as  $40  billion 
for  additional  infrastructure,  border  cleanup,  inspection,  and  com- 
pliance. At  the  same  time  decreased  tariff  revenues  would  mean 
less  money  to  defray  these  added  expenses.  That  is  an  equation 
that  simply  does  not  add  up. 

In  these  difficult  fiscal  times,  when  reducing  our  budget  deficit 
is  a  top  priority  for  most  Members  and  our  constituents,  we  simply 
cannot  afford  to  implement  NAFTA  unless  it  contains  a  secure  and 
dedicated  funding  source  for  its  many  costs.  And  of  course  these 
Federal  costs  must  be  added  to  the  tremendous  costs  that  local  gov- 
ernments are  having  to  bear  in  the  public  sector  related  to  job  loss, 
school  districts  with  declining  tax  bases  due  to  industrial  flight, 
city  and  county  budgets  strained  to  provide  police  and  fire  protec- 
tion and  street  repair,  and  the  growing  utility  burden  on  residen- 
tial customers  as  industrial  customers  relocate.  The  list  is  endless, 
and,  I  might  add,  unquantified  by  the  economists  who  claim  to 
know  something  about  NAFTA's  costs  and  benefits. 

I  was  very  fortunate  to  attend  a  hearing  in  the  State  of  Michigan 
put  together  by  Chairman  Ford  from  me  Education  and  Labor 
Committee,  who  focused  on  the  loss  of  revenue  to  State  and  local 
governments  in  western  Michigan  as  a  result  of  this  job  loss.  And 
I  would  commend  that  set  of  hearings  to  your  attention  as  you  look 
into  this  important  issue. 

If  we  really  want  to  create  jobs  and  opportunities  for  our  work- 
ers, raise  our  tax  base,  help  our  cities  and  stop  the  overwhelming 
drain  on  the  public  sector,  there  is  one  guaranteed  way  to  do  it. 
This  committee  is  making  an  important  contribution  to  the  debate 
by  looking  at  government  procurement  practices,  particularly  the 
"Buy  American '  provisions. 


The  Federal  Government  is  the  Nation's  largest  purchaser  of 
goods  and  services.  When  State  and  local  governments  are  added 
in,  the  overall  effect  on  the  economy  is  substantial.  "Buying  Amer- 
ican" means  that  U.S.  tax  dollars  are  spent  here  on  U.S.  companies 
and  U.S.  workers.  And  if  I  could  make  any  suggestion,  it  would  be 
that  the  committee  might  consider  how  purchases  could  be  directed 
to  areas  hardest  hit  by  economic  dislocation  and  job  loss  south  of 
our  border. 

I  fear  that  NAFTA,  the  ability  of  Federal,  State,  and  local  gov- 
ernments to  "Buy  American,"  will  be  curtailed.  Why  should  we  give 
up  a  guaranteed  iob  creator  for  the  hazv  promise  of  NAFTA?  I 
know  that  you  will  hear  from  a  range  of  distinguished  witnesses 
this  morning. 

I  will  close  my  remarks  now,  and  Madam  Chair  and  members  of 
the  committee,  I  thank  you  again  for  the  opportunity  to  come  and 
voice  my  views.  I  will  submit  additional  remarks  for  the  record. 

I  thank  you. 

Mrs.  Maloney.  Thank  you  very  much. 

[The  prepared  statement  of  Ms.  Kaptur  follows:] 
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STXTSNENT  OF  REPRESENTATIVE  MARCY  KAPTUR 

BEFORE  THE 

SUBCOMMITTEE   ON   LEGISLATION  AND   NATIONAL   SECURITY, 

COMMITTEE   ON   GOVERNMENT   OPERATIONS 

JOLT   27,    1993 


Thank  you,  Mr.  Chainaan  and  members  of  the  Subcommittee.   I  want  to 
thank  especially  Chairman  Conyers  for  holding  this  hearing. 

Over  the  past  decades,  my  state  of  Ohio  has  seen  over  100,000  lost 
jobs  as  a  result  of  companies  relocating  to  Mexico.   Other  states 
have  experienced  similar  losses,  particularly  states  with  high 
manufacturing  employment.   In  Michigan,  for  example,  75  companies 
have  operations  in  Mexico,  employing  41,718  people.   These  losses 
have  ripped  the  fabric  of  society  in  countless  communities,  throwing 
many  out  of  work,  hurting  families  and  children,  creating  huge 
social  costs,  and  overburdening  government  service  providers. 

Unfortunately,  our  economically  hard-hit  regions  will  be  helped  very 
little  by  President  Clinton's  economic  plan.   Despite  the  pain  which 
my  state  has  suffered.  Administration  estimates  show  that  the 
proposed  budget  will  put  Ohio  and  Michigan  at  the  bottom  of  all  the 
states  in  terms  of  jobs  likely  to  be  created.   The  budget  estimates 
only  0.7%  employment  growth  in  each  of  our  states.   Compare  this  to 
Texas  at  10.9%;  California  at  14.0%;  and  Arizona  at  20.05.   Clearly, 
our  region  cannot  rely  on  the  economic  plan  for  relief. 

But  these  dismal  figures  pale  when  the  job  loss  that  NAFTA  will 
cause  is  factored  in.   Estimates  that  account  for  all  of  the  factors 
which  impact  our  economic  relationship  with  Mexico,  including 
investment  shifts  and  exchange  rate  fluctuations,  give  estimates  of 
net  job  loss  for  the  U.S.  of  up  to  550,000  jobs.   Economists 
disagree  as  to  whether  the  job  loss  will  be  in  the  near  term  or  the 
long  term. 

Studies  also  have  been  conducted  that  show  NAFTA  will  result  in  some 
net  job  gain.   But  a  recent  study  by  the  Congressional  Budget 
Office,  whose  distinguished  director  will  testify  here  today, 
reported  that  the  employment  studies  most  often  cited  by  NAFTA 's 
supporters  "...tend  to  be  weak  or  inappropriate  for  analyzing 
macroeconomic  issues  such  as  unemployment  and  trade  deficits."   The 
authors  of  the  study  admitted  that  even  their  own  economic  model 
gave  "predictions  of  employment  effects  [that]  are  not  particularly 
useful."   Predicting  the  future  is  indeed  difficult;  however,  past 
history  suggests  that  NAFTA  will  have  a  negative  effect  on  jobs, 
since  the  current  limited  free  trade  zone  with  Mexico,  known  as  the 
maquiladora  zone,  has  already  resulted  in  over  500,000  jobs  being 
transplanted  south  of  our  border. 
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Even  worse,  in  many  ways,  is  NAFTA 's  likely  effect  on  our  standard 
of  living.   In  addition  to  the  500,000  lost  jobs,  and  the  many 
thousands  more  displaced  workers,  NAFTA  will  exert  downward  pressure 
on  every  U.S.  worker's  wages.   The  Mexican  government's  tight 
control  on  wages,  and  disregard  for  worker's  rights,  means  that 
Mexican  workers  are  not  paid  in  accordance  with  their  productivity. 
There  is  no  way  U.S.  workers  can  compete  with  these  artificially  low 
wages  except  by  making  substantial  wage  and  benefit  concessions. 
Low  Mexican  wages  have  already  been  used  to  force  U.S.  wage 
concessions;  NAFTA  will  expand  this  practice. 

NAFTA  has  some  very  vocal  friends  these  days.   Among  them  are  the 
Mexican  government,  which  is  spending  as  much  as  $25  million  dollars 
on  NAFTA,  the  largest  single  lobbying  expenditure  ever  by  a  foreign 
government  in  the  U.S.;  a  special  "NAFTA  Czar"  appointed  by 
President  Clinton  to  oversee  the  White  House  lobbying  strategy;  and 
the  unprecedented  alliance  of  hundreds  of  corporate  leaders  in  the 
huge  USA*NAFTA  coalition. 

Nearly  every  day  I  receive  a  slick,  new  study  from  these  people 
talking  about  how  NAFTA  will  increase  opportunities  for  our 
companies  to  export  their  products  to  Mexico.   If  I  listened  only  to 
their  statements,  I  might  think  that  is  all  that  NAFTA  will  do: 
allow  us  to  sell  more  goods  to  Mexico.   Well,  let's  take  a  closer 
look  at  the  kind  of  things  we  are  selling  to  Mexico. 

As  far  as  consumer  goods  go,  we  have  a  trade  deficit  with  Mexico 
that  has  been  growing  steadily.   In  1989  it  was  less  than  $2 
billion;  in  1991  our  trade  deficit  in  consumer  goods  was  over  $3 
billion.   In  other  words,  the  Mexican  consumer  market  is  a  myth.   If 
you've  ever  been  to  Mexico,  as  I  have,  and  seen  the  poverty  in  which 
workers  live,  you  can  understand  why  they  are  not  rushing  to  buy  our 
consumer  products. 

On  the  other  hand,  ve  have  a  trade  surplus  in  intermediate  and 
capital  goods.   These  are  products  such  as  heavy  machinery,  used  to 
equip  factories.   In  other  words,  we  are  exporting  to  Mexico  not  our 
products,  but  our  productive  capacity. 

NAFTA  won't  result  in  our  selling  more  consumer  goods  to  Mexico,  but 
it  will  bring  Mexican-style  standards  of  living  and  unemployment  to 
the  United  States.   It  will  further  tax  the  already  overburdened 
infrastructure  along  our  border  with  Mexico,  resulting  in  serious 
threats  to  the  environment  and  public  health.   It  will  zibrogate  the 
ability  of  our  state  and  local  governments,  and  even  Congress 
itself,  to  enforce  laws  which  protect  the  health  and  safety  of 
American  citizens.   It  will  decrease  federal  revenues,  while  at  the 
Scune  time  requiring  new  spending. 

We  must  ask  the  question  of  what  will  be  NAFTA 's  effect  on  our 
budget.   A  recent  New  York  Times  article,  which  I  would  like  to 
submit  for  the  record,  estimated  that  NAFTA 's  costs  to  U.S. 
taxpayers  may  rise  as  high  as  $40  billion  for  infrastructure,  border 


12 


cleanup,  inspection,  and  compliance.  At  the  seune  time,  decreased 
tariff  revenues  mean  less  money  to  defray  these  expenses.  That  is 
an  equation  that  simply  does  not  add  up.  In  these  difficult  fiscal 
times,  when  reducing  our  budget  deficit  is  a  top  priority  for  most 
Members  and  our  constituents,  we  simply  cannot  afford  to  implement 
NAFTA  unless  it  contains  a  secure  and  dedicated  funding  source  for 
its  many  costs. 

And,  of  course,  these  "federal  costs"  must  be  added  to  the 
tremendous  costs  local  governments  are  having  to  bear  in  the  public 
sector  related  to  job  loss  —  school  districts  with  declining  tax 
bases  due  to  industrial  flight,  city  and  county  budgets  strained  to 
provide  police  and  fire  protection  and  street  repair,  the  growing 
utility  burden  on  residential  consumers  as  industrial  customers 
relocate,  etc.   The  list  is  endless  and  unguantified  by  the 
economists  who  claim  to  Icnow  something  about  NAFTA 's  costs  and 
benefits. 

If  we  really  want  to  create  jobs  and  opportunities  for  our  workers, 
raise  our  tax  base,  help  our  cities,  and  stop  overwhelming  our  pubic 
sector,  there  is  one  guaranteed  way  to  do  it:   Buy  American.   The 
federal  government  is  the  nation's  largest  purchaser  of  goods  and 
services;  when  state  and  local  governments  are  added  in,  the  overall 
effect  on  the  economy  is  substantial.   Buying  American  means  that 
U.S.  tax  dollars  are  spent  here,  on  U.S.  companies  and  U.S.  workers. 
And  purchases  should  be  directed  to  areas  hardest  hit  by  economic 
dislocation  and  job  loss. 

Under  NAFTA,  the  ability  of  federal,  state  and  local  governments  to 
Buy  American  will  be  curtailed.  Why  should  we  give  up  a  guaranteed 
jobs-creator  for  the  hazy  promises  of  NAFTA? 

I  know  that  you  will  hear  from  a  range  of  distinguished  witnesses 
here  today,  including  the  Honorable  Rufus  Yerxa,  from  the  office  of 
the  Trade  Representative,  and  witnesses  who  are  experts  on  the 
public  sector.   I  hope  that  they  can  provide  some  insight  into  how 
an  alternative  to  NAFTA  might  be  structured  in  order  to  better 
address  the  concerns  I  have  raised  this  morning. 

Mr.  Chairman,  members  of  the  Committee,  thank  you  again  for  this 
opportunity  to  testify  on  this  important  issue. 
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Mrs.  MALOhfEY.  Are  there  any  questions? 

Mr.  McCandless.  Just  a  couple. 

Marcy,  we  came  to  Congress  together  and  I  have  a  great  deal  of 
respect  for  you.  You  are  an  asset  to  this  body.  With  particular  ref- 
erence to  Ohio,  I  was  taken  back  by  an  article  that  appeared  on 
April  19,  I  believe  it  was  in  Forbes.  I  can  get  that  article  for  you. 

It  dealt  with  the  manufacturing  of  automobiles,  more  specifically. 
Ford  products,  and  more  specifically,  the  Thunderbird  and  Cougar 
lines  that  are  manufactured  in  Mexico.  It  went  on  to  talk  about 
some  of  the  problems,  and  since  that  time,  I  have  added  onto  that 
a  little  bit,  but,  in  essence,  that  article  said — it  was  Fortune,  I  am 
sorry,  Fortune,  not  Forbes.  It  said,  in  essence,  that  the  reason  that 
these  Thunderbirds  and  Cougars  are  produced  in  Mexico  is  because 
of  the  high  tariffs  that  currently  exist  and  all  of  the  restrictions 
that  are  involved  in  importing  a  new  vehicle  into  Mexico  beyond 
that  of  the  60  kilometer  free  trade  area. 

The  import  quotas  and  tariffs  have  really  forced  investment  in 
Mexico  if  manufacturers  wish  to  participate  in  the  Mexican  econ- 
omy, and  that  in  the  case  of  the  automobiles,  if  you  export  $1.75, 
then  you  are — ^you  can  import  $1,  and  that  36  percent  of  the  parts 
must  come  from  Mexican  suppliers. 

Now,  the  article  said,  in  essence,  that  given  the  NAFTA,  that 
Ford  would  much  prefer  to  build  these  vehicles  in  Ohio,  which  I 
thought  was  kind  of  interesting.  I  thought  of  you. 

Ms.  Kaptur.  Thank  you.  I  thank  you. 

Mr.  McCandless.  Ajid  that  it  would  be  much  more  to  their  ad- 
vantage to  export  them  into  Mexico  because  they  would  no  longer 
be  faced  with  all  of  these  forced  investment  requirements  that  have 
taken  place  over  the  years.  I  thought  that  was  kind  of  interesting, 
because  in  that  particular  case,  they  are  talking  about  the  econom- 
ics of  manufacturing  in  volume  of  a  certain  product  which  they  can- 
not do  and  sell  in  Mexico  when  it  is  manufactured  in  the  United 
States.  They  are  no  longer  competitive  with  those  who  have  set  up 
plants. 

For  whatever  that  is  worth,  I  leave  that  with  you. 

Ms.  Kaptur.  Well,  I  thank  you,  Mr.  McCandless.  I  know  your 
knowledge  of  the  automotive  industry  and  I  respect  it.  You  know 
the  industry  better  than  most  Members  of  the  Congress.  I  know 
you  had  quite  a  great  deal  of  experience  in  it  before  you  came  here 
to  the  Congress.  I  think  that  many  of  the  figures  that  you  have 
given  are  correct  in  terms  of  the  current  differential  in  trying  to 
do  business  in  Mexico  in  the  automotive  industry  and  some  of  the 
aberrations  that  have  occurred  in  the  market  as  a  result. 

There  is  no  question  that  it  is  the  automotive  industry,  General 
Motors,  Ford,  and  Chrysler,  that  have  moved  most  of  those  jobs  to 
Mexico.  In  fact,  General  Motors  is  the  largest  private  sector  em- 
ployer in  Mexico.  I  think  the  other  largest  employer  in  Mexico  is 
PEMEX,  the  government-owned  oil  company. 

The  plants  that  I  have  been  through  and  the  type  of  staging  that 
has  occurred  over  the  last  decade  or  so  pose  a  real  problem  for  us 
if  this  agreement  is  passed  as  it  is  currently  structured,  even  with 
the  rules  of  origin  that  are  in  there  now.  There  has  been  so  much 
investment  that  manufacturing  platforms  set  up  there  will  be  used 
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to  manufacture  down  there  and  ship  back  up  here  to  the  United 
States. 

The  CAFE  standards  have  exacerbated  the  problem  in  the  way 
that  imported  vehicles  that  come  into  our  market  don't  have  to 
abide  by  the  same — they  are  not  calculated  in  our  fleets  and  so 
they  are  able  to  manufacture  down  there  and  ship  vehicles  up  here 
that  weren't  as  fuel  consumptive.  So  I  think  you  have  kind  of  a  his- 
toric reinvestment  that  has  occurred  down  tnere  for  a  whole  set  of 
reasons,  plus  the  current  CAFE  standards  operating  and  the  relo- 
cation of  millions  and  millions  of  dollars  worth  of  production. 

I  was  in  one  Ford  plant  down  there,  which  as  a  result  of  savings 
on  wages,  saved  $130  million  annually,  and  that  is  just  one  plant. 
The  cost  savings  to  manufacturing  has  been  tremendous  as  they 
try  to  compete  in  the  international  market.  But  I  think  that  one 
01  the  unfortunate  facts  is  that  if  this  agreement  is  passed  as  cur- 
rently designed,  we  are  going  to  see — if  there  are  no  other  provi- 
sions included  in  the  agreement — the  continuing  movement  of  pro- 
duction down  there  simply  because  we  have  allowed  so  much  infra- 
structure to  be  set  in  place  in  the  automotive  industry.  And  I  am 
unwilling  to  give  away  any  jobs  in  this  country  that  could  be  done 
here.  We  have  a  particular  problem  because  of  the  magnitude  of 
what  has  been  created  now  down  there,  which  most  of  the  public 
is  completely  unaware  of. 

My  glass  industry  in  Toledo  is  now  on  the  line,  and  I  mention 
this  because  it  is  so  important  to  our  tax  base.  The  government- 
owned  glass  company  down  there.  Vitro  Glass,  is  a  monopoly  by 
anybody's  standards,  and  a  portion  of  that  is  owned  by  Pilkington 
Glass,  15  percent.  Ford  Motor  owns  about  30  percent,  I  think. 

What  is  going  to  happen  if  that  agreement  is  signed?  If  it  is 
signed  as  currently  drafted,  I  fully  expect  several  thousand  glass 
jobs  in  my  district  to  be  lost.  As  the  Vitro  operation  expands  how 
would  a  community  like  mine  go  to  court  to  say  that  this  is  really 
against  the  competitive  laws  of  the  United  States.  It  is  in  violation 
of  our  trust,  it  is  against  antitrust. 

How  do  you  take  another  government — another  system  of  eco- 
nomics— to  court  when  you  are  playing  on  such  a  different  legal 
field?  We  see  several  thousand  glass  jobs  directly  related  to  the  ex- 

f)ansion  of  those  plants  that  will  leave  from  our  region.  I  don't  real- 
y  know  how  you  take  Vitro  Glass  to  court  in  that  situation — but 
I  am  very,  very  worried  about  the  continued  erosion  of  the  auto- 
motive capacity  of  the  United  States. 

Mr.  McCandless.  The  thing  I  keep  coming  back  to  is  not  meant 
to  be  argumentative.  All  of  this  has  happened  and  NAFTA  has  just 
been  a  piece  of  paper,  2,000  pages,  44  sections.  So  if  NAFTA  is  not 
signed,  if  NAFTA  is  not  implemented,  that  is  not  going  to  change 
the  status  quo,  if  it  is  the  desire  of  companies  to  move  to  Mexico. 

We  must  understand  that  the  first,  second,  third  generation 
moved  to  Asia,  to  India,  to  other  locations  and  they  have  been  long 
gone.  In  a  number  of  these  cases,  these  people  are  looking  very  fa- 
vorably at  the  idea  of  moving  their  plants  back  to  the  Western 
Hemisphere  because  of  the  lesser  costs  and  the  better  manage- 
ment, that  they  are  not  able  to  handle  if  the  distances  are  so  great. 

We  have  to  keep  in  mind  that  these  things  are  going  to  happen 
with  or  without  NAFTA.  With  NAFTA,  we  are  simply  saying  over 
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a  period  of  time  the  trade  barriers  that  are  currently  in  existence 
relative  to  tariffs  will  be  adjusted  and  the  adjustments  are  going 
to  be  favorable  to  the  U.S.  manufacturers. 

So  when  we  talk  about  loss  of  jobs  as  a  result  of  NAFTA,  the  jobs 
have  already  been  lost  to  overseas.  The  jobs  have  been  lost — yes. 
some  to  Mexico,  but  also  the  jobs  have  been  lost  to  automation  ana 
lack  of  markets  to  sell  the  products  here  in  the  United  States. 

So  we  really,  in  all  good  conscience,  need  to  separate  NAFTA 
from,  in  my  opinion,  from  the  job  market  as  it  is  being  alluded  to. 

Ms.  Kaptur.  Well,  I  can  understand  the  gentleman's  statement. 
I  do  view  the  current  situation  that  has  caused  the  movement  of 
jobs  down  there,  the  limited  free  trade  zone  in  the  maquiladora 
area,  as  being  the  first  step  of  what  might  happen  if  we  are  not 
careful. 

The  NAFTA  agreement  would  cover  all  of  Mexico,  and  the  border 
region  would  be  expanded  because  of  the  tariff  changes  that  would 
occur.  So  I  view  the  NAFTA  as  much  more  threatening  than  what 
has  already  occurred.  I  don't  agree  with  what  has  already  occurred. 

In  addition  to  that,  in  terms  of  our  own  international  policies,  I 
think  it  is  fair  to  say  that  after  World  War  II  the  United  States 
was  willing  to  export  a  lot  of  its  jobs  to  Taiwan,  Singapore,  and  the 
Philippines  and  other  places  because  we  were  so  concerned  with 
the  spread  of  communism  and  we  were  trying  very  hard  to  use  our 
economic  strength  to  build  bridges  through  trade  to  other  nations. 

With  the  demise  of  communism  and  with  the  weakening  of  our 
own  economy  here  at  home,  we  have  to  look  very  hard  at  now  we 
structure  the  economic  incentives  that  we  know  are  part  of  this 
economy  as  we  move  into  the  21st  century.  I  think  the  world  looks 
a  little  bit  different  than  it  did  50  years  ago.  We  ought  to  take  a 
fresh  look  at  how  we  develop  public  policy  and  allow  the  movement 
of  our  companies  to  other  places,  and  perhaps  pay  a  little  more  at- 
tention here  at  home  where  we  know  it  is  so  severely  needed. 

Mrs.  Maloney.  May  I  bring  us  back  to  the  point  that  the  pur- 
pose of  this  oversight  hearing  today  is  procurement  jobs. 

Do  you  feel  that  if  NAFTA  is  enacted,  we  will  lose  procurement 
jobs  and  contracts? 

What  are  our  rights  in  terms  of  keeping  our  "Buy  American"  pro- 
visions, for  example,  and  who  defines  "American"  once  this  treaty 
or  agreement  is  signed? 

I  would  ask  the  committee  how  it  defines  "American."  Does 
American  include  south  of  the  United  States-Mexico  border?  Does 
it  include  north  of  the  United  States-Canadian  border? 

I  think  our  advertisers  have  been  very  clever  to  change  "Made 
In  The  U.S."  to  "Packaged  In  America."  I  am  very  suspicious  of  la- 
bels as  I  look  at  them  now  and  I  think  that  the  advertising  world 
has  moved  ahead  already,  but  I  think  it  makes  it  more  difficult  for 
us.  One  of  the  questions  I  have  with  this  treaty  really  is  how 
strong  are  our  Federal,  State,  and  local  laws  dealing  with  procure- 
ment? 

So  I  think  that  the  Chair  raises  a  very  important  question.  I 
hope  you  will  help  us  find  an  answer  to  it. 

Mr.  McCandless.  Thank  you,  Marcy.  It  has  been  nice  talking 
with  you. 

Ms.  Kaptur.  Thank  you  very  much. 
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Mrs.  Maloney.  Thank  you,  Marcy. 

Our  first  panelist  today  is  going  to  be  Dr.  Rufus  Yerxa,  and  he 
will  be  followed  by  Ann  Hughes. 

Our  first  panelist  this  is  morning  is  Ambassador  Rufus  Yerxa, 
Deputy  U.S.  Trade  Representative.  The  Ambassador's  responsibil- 
ities cover  a  wide  range  of  trade  policy  issues,  including  GATT  and 
the  Uruguay  Round  negotiation,  NAFTA,  and  numerous  bilateral 
issues. 

Welcome  to  the  subcommittee. 

I  would  also  like  to  welcome  our  next  panelist  Ann  Hughes,  the 
Deputy  Assistant  Secretary  of  Commerce  for  the  Western  Hemi- 
sphere. 

Secretary  Hughes  manages  the  Department's  activities  on  trade 
and  investment  policy  where  she  is  presently  a  member  of  the 
United  States  negotiating  team  for  the  United  States-Canada  Free 
Trade  Agreement.  She  also  represents  the  Department  of  Com- 
merce negotiations  on  the  North  American  Free  Trade  Agreement 
as  U.S.  chair  of  the  automotive  working  group. 

Welcome  to  this  subcommittee. 

Our  chairman  has  arrived,  looks  like  his  son  in  hand,  to  swear 
you  in. 

Mr.  CoNYERS  [presiding].  Thank  you  so  much,  Mrs.  Maloney  for 
starting  the  proceedings  for  me.  I  apologize  for  being  late. 

Good  morning  to  my  colleagues  on  the  committee  and  witnesses. 

I  thank  you  for  your  preparation  and  your  appearance,  Mr.  Am- 
bassador. 

Would  both  of  you  stand,  raise  your  right  hand  and  take  the  wit- 
ness oath. 

[Witnesses  sworn.] 

Mr.  CoNYERS.  Thank  you  very  much  for  accommodating  the  com- 
mittee, and  you  know  the  routine. 

We  have  your  prepared  statements,  so  we  would  like  to  hear 
from  you  very  much  on  this  important  subject. 

STATEMENT  OF  RUFUS  YERXA,  AMBASSADOR,  DEPUTY  U.S. 

TRADE  REPRESENTATIVE 

Mr.  Yerxa.  Thank  you,  Mr.  Chairman. 

I  will  be  as  brief  as  possible  in  my  prepared 

Mr.  CoNYERS.  Is  your  microphone  turned  on,  sir? 

Mr.  Yerxa.  No,  it  is  not. 

I  will  be  as  brief  as  possible  in  my  oral  testimony  and  ask  that 
my  statement  be  made  a  part  of  the  record. 

I  want  to  first  of  all  thank  you,  Mr.  Chairman,  and  the  members 
of  the  committee  on  behalf  of  my  boss,  Ambassador  Kantor  and  the 
administration  for  beginning  these  very  timely  hearings  on  the  im- 
plications of  NAFTA  for  programs  under  the  committee's  jurisdic- 
tion. We  want  to  provide  you  with  as  much  input  and  information 
as  you  require. 

I  thought  it  might  be  useful  if,  first  of  all,  Mr.  Chairman,  I  give 
a  very  brief  status  report  on  the  administration's  plan  for  complet- 
ing the  NAFTA  supplemental  agreements  and  submitting  the 
NAFTA  to  the  Congress,  and  then  address  some  of  the  relevant  as- 
pects relating  to  procurement  in  the  Federal  sector. 
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Obviously,  there  are  a  number  of  other  questions  about  the  over- 
all implications  of  NAFTA  for  the  U.S.  economy,  for  jobs,  for  our 
overall  competitiveness,  which  I  would  be  glad  to  discuss  with  you 
in  questions  and  answers,  as  the  committee  deems  appropriate. 

I  listened  very  carefully  to  Congresswoman  Kaptur's  testimony 
and  to  the  dialog  that  has  just  occurred. 

First  of  all,  with  respect  to  our  plans  for  concluding  the  so-called 
side  agreements  on  NAFTA,  that  is,  the  agreements  on  environ- 
ment, labor,  and  import  surges  which  the  President  has  said  he 
will  conclude  as  an  integral  part  of  the  NAFTA  package  and  sub- 
mit, together  with  the  NAFTA  agreement  itself,  with  the  imple- 
menting legislation,  I  just  wanted  to  let  you  know  that  we  will  be 
conducting  further  negotiations  over  the  next  2  weeks. 

Ambassador  Kantor  is  meeting  with  his  Mexican  and  Canadian 
counterparts  to  conclude  those  agn*eements.  The  President  has  said 
that  he  wants  strong  environmental  and  labor  agreements  as  a 
part  of  the  overall  package.  We  would  hope  to  be  in  a  position  to 
submit  those  agreements  together  with  the  NAFTA,  to  the  Con- 
gress in  the  early  fall. 

We  recognize  that  there  will  need  to  be  a  prolonged  period  of  con- 
sideration of  draft-implementing  legislation  under  the  "fast  track" 
with  this  committee  and  with  other  committees  of  jurisdiction,  and 
that  there  will  be  a  full  debate.  We  also  recognize  that  it  will  be 
incumbent  on  the  administration  to  demonstrate  the  case  for  this 
agreement.  We  believe  that  as  this  debate  proceeds,  it  will  become 
clear  why  the  administration  supports  a  NAFTA  agreement  when 
supportea  by  strong  supplemental  arrangements  in  these  other 
areas. 

As  I  said,  we  would  be  glad  to  talk  about  the  case  for  NAFTA, 
but  let  me  turn  first,  Mr.  Chairman,  to  the  procurement  aspects  of 
the  agreement,  which  I  know  are  of  importance  to  the  committee, 
and  summarize  for  you  briefly  what  we  believe  will  be  the  implica- 
tions of  this  agreement  for  procurement  provisions. 

First  of  all,  I  would  like  to  start  by  saying  that  overall,  the 
NAFTA  government  procurement  provisions  would  offer  signifi- 
cantly expanded  opportunities  for  United  States  firms  to  do  busi- 
ness in  both  Mexico  and  Canada.  For  the  first  time,  it  would  cover 
trade  in  services  which  would  create  significant  new  opportunities 
for  U.S.  suppliers  of  construction,  environmental,  computer  hard- 
ware, and  software  services.  In  addition,  the  NAFTA  will  give  Unit- 
ed States  suppliers  immediate  and  growing  access  to  the  Mexican 
Government  procurement  market,  including  the  very,  very  signifi- 
cant procurement  by  the  parastatal  organizations,  such  as  PEMEX 
and  the  state-owned  electric  utility. 

This  will  benefit  United  States  suppliers  of  oil  and  gas  drilling 
machinery,  petroleum  drilling  platforms,  heavy  electrical  equip- 
ment and  electronics,  and  it  is  a  significant  achievement  as  pur- 
chases by  government-owned  companies  are  significantly  greater 
than  the  procurements  of  the  Federal  departments  in  Mexico. 

At  the  same  time,  the  NAFTA  will  expand  the  coverage  of  our 
procurement  opportunities  in  Canada  beyond  those  we  currently 
enjoy  under  the  free  trade  agreement  with  Canada.  Canada  will 
open  its  procurement  market  by  government  agencies  and  govern- 
ment-owned corporations  not  currently  covered,  for  example,  the 
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Canadian  National  Railway,  VIA  Rail,  Canada  Post,  the  Royal  Ca- 
nadian Mint,  and  the  St.  Lawrence  Seaway  Authority. 

In  addition,  the  NAFTA  procurement  chapter  provides  for  im- 
proved procedures  and  increased  transparency  in  the  procurement 
process.  Although  that  will  require  minimum  changes  in  current 
United  States  procurement  practice,  it  will  require  significant 
changes  by  Mexico  in  particular,  to  establish  fair  and  open  procure- 
ment procedures  with  such  features  as  bid  protest  guarantees  and 
the  like. 

I  want  to  also  stress  that  under  the  agreement,  the  United 
States  will  continue  to  maintain  its  small  and  minority  business 
set-aside  program  in  its  present  form,  and  this  progpram  is  explic- 
itly exempted  from  coverage  under  the  agreement. 

The  NAFTA  procurement  chapter  will  provide  some  changes  of 
"Buy  American'  restrictions  at  the  Federal  level  and  no  change  at 
the  State  level.  Much  of  the  United  States  Government  market  is 
already  opened  to  Canadian  goods,  but  as  a  result  of  NAFTA,  "Buy 
American"  restrictions  applicable  to  Canadian  goods  will  be  waived 
for  procurement  by  the  four  executive  branch  agencies  that  are  not 
currently  covered.  Those  are  the  Departments  of  Energy  and 
Transportation,  Bureau  of  Reclamation,  the  Department  of  Inte- 
rior, and  the  Army  Corps  of  Engineers. 

With  regard  to  Mexico,  "Buy  American"  restrictions  will  be 
waived  for  procurement  of  goods  by  executive  branch  agencies  for 
contracts  valued  at  $50,000  or  more  and  for  procurement  of  con- 
struction materials  and  supplies  for  contracts  valued  at  $6.5  mil- 
lion or  more. 

Now,  with  respect  to  the  effect  on  State  sovereignty,  I  want  to 
make  it  very  clear  that  the  NAFTA  procurement  chapter  does  not 
currently  cover  State  and  subcentral  level  government  procure- 
ment. The  three  countries  agreed  only  to  seek  possible  coverage  of 
such  entities  in  future  negotiations  which  we  agreed  would  com- 
mence no  later  than  December  31,  1998,  on  furtner  liberalization 
of  our  subcentral  procurement  markets.  But  while  the  Federal  Grov- 
ernment  will  be  encouraging  our  States  to  join  in  such  negotiation, 
this  decision  will  be  made  on  a  voluntary  basis  by  the  individual 
States  and  only  if  the  individual  States  agree  to  be  included  would 
they  actually  be  covered  by  such  future  procurement  agreements. 

Last,  Mr.  Chairman,  to  comment  briefly  on  the  effects  on  the 
public  sector,  the  administration  does  not  anticipate  direct  employ- 
ment effects  from  NAFTA  on  the  public  sector  because  the  NAFTA 
does  not  replace,  change,  or  eliminate  U.S.  Government  functions 
or  public  services  currently  provided  by  U.S.  Government  employ- 
ees. 

I  would  stress  that  for  the  economy  as  a  whole,  I  think  the  vast 
majority  of  the  evidence  strongly  indicates  that  NAFTA  will  create 
many  more  jobs  than  are  lost.  A  majority  of  the  economists  who 
have  measured  the  labor  effects  of  NAPTA  have  found  it  will  result 
in  increased  jobs,  increased  wages,  or  both,  and  U.S.  business  expe- 
rience certainly  confirms  the  findings  of  these  studies. 

Since  Mexico  began  to  open  its  economy  and  prepare  for  NAFTA, 
the  number  of  American  workers  producing  merchandise  exports  to 
Mexico  has  risen  from  274,000  in  1986,  to  an  estimated  700,000 
last  year. 
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I  would  like  to  return  just  briefly  to  some  of  the  comments  that 
were  raised  by  Congresswoman  Kaptur,  because  I  know  for  the 
Congress,  this  will  be  the  essence  of  the  debate.  I  think  it  is  very 
important  to  look  at  the  overall  implications  of  this  agreement  for 
our  bilateral  trade  with  Mexico.  Some  would  perhaps  have  you  be- 
lieve that  the  effect  of  this  agreement  is  to  substantially  reduce  the 
current  barriers  we  have  on  goods  coming  to  this  country  from 
Mexico  and  that  will  have  substantial  detrimental  impact  on  Unit- 
ed States  jobs. 

But  the  realitv  is  that  the  far  bigger  reduction  in  barriers  is  by 
Mexico  rather  than  the  United  States,  because  we  have  very  low 
barriers  on  Mexico  under  current  law.  Fifty  percent  of  Mexico  s  im- 
ports into  the  United  States  come  in  duty  free  already  and  our  av- 
erage tariff  on  imports  from  Mexico  are  only  about  4  percent. 

We  have  a  minimum  number  of  nontariff  barriers  on  imports 
from  Mexico,  and  Mexico's  tariff  barriers  are  about  2V2  times  high- 
er than  those  of  the  United  States.  And  more  importantly,  in  very, 
very  critical  sectors,  their  nontariff  barriers,  that  is  their  invest- 
ment restrictions  and  other  such  restrictions,  such  as  you  men- 
tioned in  the  automotive  sector,  Congressman  McCandless,  will  be 
removed  by  the  NAFTA. 

And  it  is  interesting,  notwithstanding  the  current  imbalance,  the 
current  unlevel  playing  field  in  our  trade  relationship  with  Mexico, 
we  do  enjoy  almost  a  $6  billion  trade  surplus.  I  do  have  to  take 
issue  with  the  facts  that  were  presented  by  Congresswoman  Kap- 
tur, because  our  analysis  shows  that  by  far  the  fastest  growing 
component  of  our  current  trade  to  Mexico  is  in  the  area  of 
consumer  goods,  about  84  percent  of  the  increase  in  recent  years, 
and  capital  goods  represent  a  declining  portion  of  our  exports  to 
Mexico.  In  fact,  capital  goods,  capital  equipment  is  a  smaller  share 
of  our  exports  to  Mexico  than  it  is  of  our  exports  to  Japan  and  to 
Europe. 

I  also  want  to  point  out  that  many  of  these  capital  goods  exports 
are  products  which  I  think  many  on  this  committee  would  consider 
to  be  absolutely  critical  to  a  strong  economy.  For  example,  engines 
for  equipment,  machinery,  and  buses  in  Mexico,  is  just  one  example 
of  what  is  categorized  as  capital  goods. 

So  if  you  look  overall  at  the  opportunities  that  the  NAFTA  will 
give  us  for  expanded  exports  to  Mexico  and  the  minimal  adjust- 
ments on  the  United  States  side  of  the  border  in  really  relatively 
few  sectors  of  our  economy,  it  is  hard  to  come  to  any  other  conclu- 
sion than  the  fact  that  this  is  an  agreement  which  nas  substantial 
benefits  for  the  United  States,  and  in  particular,  in  creating  what 
will  be  the  largest  market  in  the  world,  larger  than  the  European 
Community,  with  significant  strengthening  of  the  overall  climate 
for  investment  in  North  America,  and  improvement  in  our  competi- 
tive relationship  with  Japan  and  with  Europe. 

So  we  think  all  of  those  facts  ought  to  be  taken  into  consider- 
ation by  the  committee. 

I  thank  you  for  scheduling  this  hearing,  Mr.  Chairman.  I  know 
there  will  be  many  others  before  the  NAFTA  is  concluded  and  we 
look  forward  to  working  with  you. 

Mr.  CONYERS.  Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Yerxa  follows:] 
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TESTIMOKY  OP  AMBASSADOR  RDPUS  YERXA 
DEPUTY  UMITED  STATES  TRADE  REPRESENTATIVE 

BEFORE  THE  SUBCOMMITTEE  ON  LEGISLATION  AND  NATIONAL  SECURITY 

COMMITTEE  ON  GOVERNMENT  OPERATIONS 

U.S.  HOUSE  OF  REPRESENTATIVES 

July  27,  1993 

Mr.  Chairman,  I  welcome  the  opportunity  to  appear  before  the 
Subcommivtee  on  Legislation  and  National  Security  today  to 
discuss  the  Government  Procurement  effects  of  the  North  American 
Free  Trade  Agreement,  and  the  status  of  the  Administration's 
efforts  with  respect  to  NAFTA. 

NAFTA.  Jobs  and  the  U.S.  Economy 

The  Clinton  Administration  supports  the  NAFTA  strengthened 
by  the  supplemental  agreements  that  we  are  negotiating,  as  well 
as  by  related  domestic  initiatives  on  border  cleanup  and  worker 
adjustment  and  retraining.   The  case  for  NAFTA  can  be  summarized 
as  follows: 

•  NAFTA  will  create  the  biggest  market  in  the  world  right  at 
our  doorstep:   a  $6.5  trillion  market  with  370  million 
people. 

•  NAFTA  will  level  a  playing  field  that  remains  —  despite 
recent  Mexican  market  openings  —  substantially  tilted  in 
Mexico's  favor.   Mexico's  tariff  barriers  to  U.S.  goods  are 
still  2.5  times  greater  than  our  own.   All  tariffs  will  be 
phased  out  under  NAFTA. 

•  NAFTA  will  expand  benefits  the  United  States  has  enjoyed 
since  M.-Jxico  began  to  open  its  markets  in  1986.   U.S. 
merchandise  exports  to  Mexico  have  risen  by  228  percent 
since  1986,  reaching  $40.6  billion  in  1992. 

•  U.S.  jobs  supported  by  these  merchandise  exports  rose  from 
274,000  in  1986  to  an  estimated  700,000  in  1992  —  and  these 
jobs  are  in  all  50  states.   Merchandise  exports  to  Canada 
support  another  1.5  million  U.S.  jobs. 

•  NAFTA  will  create  an  estimated  200,000  additional  high  wage 
jobs  related  to  exports  to  Mexico  by  1995. 

•  NAFTA  will  increase  opportunities  for  American  firms  to  sell 
to  Mexico.   Those  opportunities  are  especially  important  for 
small  and  mediiim  size  businesses  that  cannot  readily 
overcome  high  Mexican  tariff  and  non-tariff  barriers. 

•  Mexico  is  already  our  second  largest  market  for  manufactured 
exports,  trailing  only  Canada.   NAFTA  will  further  increase 
opportunities  for  manufactured  exports  in  Mexico. 
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NAFTA  and  its  supplemental  agreements  will  help  us  promote 
sustainable  development  in  North  America  —  economic  growth 
with  enhanced  environmental  protection. 

NAFTA  will  gradually  ease  many  of  the  economic  pressures  in 
Mexico  that  currently  contribute  to  illegal  immigration 
across  our  border. 


NAFTA  and  Government  Procurement 

Provisions 

The  NAFTA  Government  Procurement  provisions  offer 
significantly  expanded  opportunities  for  U.S.  firms  to  do 
business  in  Mexico  and  Canada.   Coverage  of  trade  in  services  for 
the  first  time  will  create  opportunities  for  U.S.  suppliers  of 
construction,  environmental  and  computer  hardware  and  software 
implementation  services. 

NAFTA  will  give  U.S.  suppliers  immediate  and  growing  access 
to  the  Mexican  government  procurement  market,  including 
procurement  by  the  state-owned  petroleum  company,  PEMEX,  and  the 
state-owned  electric  utility,  CFE.   This  will  benefit  U.S. 
suppliers  of  oil  and  gas  drilling  machinery,  petrolevun  drilling 
platforms,  heavy  electrical  equipment  and  electronics.   This  is 
a  significant  achievement  as  purchases  by  government-owned 
companies  are  significantly  greater  than  the  procurements  of  the 
federal  departments  in  Mexico. 

Canada  will  expand  coverage  beyond  the  U.S. -Canada  Free 
Trade  Agreement  (CFTA) .   Canada  will  open  its  procurement  by 
government  agencies  and  government-owned  corporations  not  covered 
by  the  CFTA  or  the  existing  GATT  Procurement  Code,  such  as  the 
Canadian  National  Railway,  VIA  Rail,  Canada  Post,  the  Royal 
Canadian  Mint,  and  the  St.  Lawrence  Seaway  Authority.   In 
addition  to  goods,  Canada  will  cover  the  procurement  of  many 
services,  including  construction  services,  environmental  services 
and  various  types  of  computer  hardware  and  software 
implementation  services,  resulting  in  substantially  increased 
U.S.  exports. 

The  NAFTA  government  procurement  chapter  provides  for 
improved  procedures  and  increased  transparency  in  the  procurement 
process.   Although  minimum  changes  will  be  necessary  in  U.S.  or 
Canadian  government  procurement  practices,  significant  changes 
will  be  required  in  Mexico. 
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Canada  and  Mexico  will  establish  procurement  procedures  to 
notify  U.S.  suppliers  of  procurement  opportunities  and  to  allow 
them  to  compete  on  an  equal  footing  with  domestic  bidders  on 
contracts  covered  by  the  NAFTA  government  procurement  chapter.   A 
bid  challenge  mechanism  will  enable  bidders  to  have  the  bidding 
process  reviewed  to  make  sure  that  they  have  not  been 
discriminated  against.   U.S.  businesses  have  the  right  to 
challenge  both  contract  tendering  and  awards.   An  independent 
body  will  review  each  case  brought  before  it  and  recommend  action 
to  resolve  the  case. 

Under  the  NAFTA  dispute  settlement  procedures,  the  U.S. 
Government  is  able  to  challenge  implementation  of  the  agreement, 
procedures,  and  the  contract  awards  before  an  impartial  dispute 
settlement  panel.   For  covered  procurements,  NAFTA  prohibits  the 
use  in  government  contracts  of  "offsets."   U.S.  suppliers  will  be 
able  to  bid  on  NAFTA  government  contracts  without  this  type  of 
discriminatory  condition  being  attached. 

The  U.S.  will  continue  to  maintain  its  small  and  minority 
business  set-aside  program  in  its  present  form  —  this  program  is 
explicitly  exempted  from  coverage  under  the  agreement.   The 
chapter  establishes  a  mechanism  for  joint  efforts  by  the  United 
States,  Canada  and  Mexico  to  promote  government  procurement 
opportunities  for  small  business. 

Relationship  to  "Buy  America"  Provisions 

The  NAFTA  Procurement  Chapter  will  require  some  change  of 
Buy  America  restrictions  at  the  Federal  level  and  no  change  at 
the  state  level.   Much  of  the  U.S.  government  market  is  already 
open  to  Canadian  goods  under  the  CFTA. 

As  a  result  of  NAFTA,  Buy  America  restrictions  applicable  to 
Canadian  goods  will  be  waived  for  procurement  by  the  four 
executive  branch  agencies  that  are  not  currently  covered  by  the 
CFTA  (Departments  of  Energy  and  Transportation,  the  Bureau  of 
Reclamation  in  the  Department  of  the  Interior  and  the  Army  Corps 
of  Engineers) .   In  addition,  with  respect  to  Canada,  Buy  America 
restrictions  applicable  to  the  procurement  by  executive  branch 
agencies  of  construction  materials  and  supplies  will  be  waived 
for  contracts  valued  at  $6.5  million  or  more. 

with  regard  to  Mexico,  Buy  America  restrictions  will  be 
waived  for  procurement  of  goods  by  executive  branch  agencies  for 
contracts  valued  at  $50,000  or  more  and  for  procurement  of 
construction  materials  and  supplies  for  contracts  valued  at  $6.5 
million  or  more.   In  addition,  only  with  respect  to  Mexico,  Buy 
America  restrictions  applicable  to  procurement  by  the  six 
federally-owned  electric  utilities  will  be  waived  for  contracts 
valued  at  $250,000  or  more  for  goods  and  $8  million  for 
construction  materials  and  supplies.   (Buy  America  provisions 
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will  continue  to  apply  to  procurement  by  the  federal  utilities  of 
goods  and  construction  materials  and  supplies  from  Canada  until 
Canada  opens  procurement  by  its  government-owned  utilities  to 
U.S.  goods  and  suppliers.) 

No  change  to  U.S.  law  is  necessary  with  respect  to 
procurement  of  services  since  Buy  America  does  not  apply  to 
services  contracts. 

Effect  on  State  Sovereignty  Issues 

The  NAFTA  government  procurement  chapter  does  not  currently 
cover  state  and  subcentral-level  government  procurement. 

The  three  countries  agreed  only  to  seek  possible  coverage  of 
subcentral  procurement  as  part  of  negotiations  to  commence  no 
later  than  December  31,  1998  on  further  liberalization  of  their 
government  procurement.   In  the  event  that  a  new  GATT  Agreement 
on  Government  Procurement  is  concluded  prior  to  those 
negotiations,  the  Parties  agreed  to  discuss  inclusion  of  state 
and  sxib-central  government  at  that  time.   In  either  case,  each 
country  is  committed  only  to  consulting  with  its  state  or 
provincial  governments  with  a  view  to  obtaining  voluntary  and 
reciprocal  commitments  to  include  their  procurements  within  the 
scope  of  the  NAFTA.   While  the  Federal  Government  will  be 
encouraging  all  states  to  join,  this  decision  will  be  made  on  a 
voluntary  basis  by  the  individual  states. 

NAFTA' s  Effect  on  the  Public  Sector 

We  do  not  anticipate  any  direct  employment  effect  from  NAFTA 
on  the  public  sector  because  NAFTA  does  not  replace,  change  or 
eliminate  U.S.  government  functions  or  public  services  cxirrently 
provided  by  U.S.  government  employees.   NAFTA  offers 
opportvuiities  for  U.S.  business  to  compete  for  Mexican  and 
Canadian  government  procurements,  but  does  not  open  up  the  U.S. 
government  workforce  to  foreign  competition. 

For  the  U.S.  economy  as  a  whole,  NAFTA  will  create  many  more 
jobs  than  are  lost.   A  majority  of  the  economists  who  have 
measured  the  labor  effects  of  NAFTA  have  found  it  will  result  in 
increased  jobs  or  increased  real  wages  —  or  both.   U.S.  business 
experience  confirms  the  findings  of  these  studies.   Since  Mexico 
began  to  open  up  its  economy  and  prepare  for  NAFTA,  the  number  of 
American  workers  producing  merchandise  exports  to  Mexico  has 
risen  from  274,000  in  1986  to  an  estimated  700,000  last  year. 
With  NAFTA  we  anticipate  200,000  more  export-related  jobs  by 
1995.   Wages  of  U.S.  workers  in  jobs  related  to  exports  to  Mexico 
are  12  percent  higher  than  the  national  average. 
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The  number  of  positions  that  will  be  lost  due  to  NAFTA  is 
likely  to  be  very  small  relative  to  other  changes  in  the  U.S. 
economy  such  as  defense  conversion  and  technological  changes. 
American  workers  are  strongly  competitive  in  world  markets;  U.S. 
barriers  to  imports  from  Mexico  are  already  very  low;  and 
Mexico's  productive  capacity  is  very  small  relative  to  that  of 
the  United  States  and  will  —  even  with  healthy  growth  —  remain 
so  for  decades  to  come. 

While  the  Administration  believes  that  the  net  benefits  from 
NAFTA  are  clear,  we  recognize  that  some  U.S.  workers  will  suffer 
dislocation  even  though  the  U.S.  tariff  reductions  in  sensitive 
sectors  are  phased  in  slowly.   For  any  U.S.  worker  who  is  in  fact 
displaced  by  NAFTA,  the  Administration  is  committed  to  a 
comprehensive  assistance  program  to  assist  workers  who  may  lose 
their  jobs  due  to  changing  market  conditions. 

Conclusion 

I  recognize  that  NAFTA  remains  the  subject  of  great 
controversy.   The  Administration  ^ears  the  burden  of  convincing 
Congress  and  the  country  that  NAFTA  is  in  the  national  interest. 
I  believe  that  as  the  debate  progresses,  NAFTA  will  come  to  be 
seen  as  an  important  part  of  building  a  stronger,  more 
competitive  U.S.  economy. 

I  would  be  pleased  to  answer  questions  from  members  of   the 
Subcommittee.   Thank  you. 
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Mr.  CoNYERS.  Deputy  Assistant  Secretary  Hughes,  we  are  de- 
lighted to  have  you  here.  You  are  representing  my  friend,  the  Sec- 
retary of  Commerce,  and  we  would  like  to  have  you  follow  on  and 
feel  free  to  make  any  comments  about  anything  you  have  heard  in 
the  testimony  that  preceded  you,  because  we  don't  want  to  have 
segmented  presentations  where  we  pretend  that  the  other — no  one 
else  has  said  anything  about  the  subject. 

So  again,  welcome  to  the  subcommittee  this  morning. 

STATEMENT  OF  ANN  H.  HUGHES,  DEPUTY  ASSISTANT  SEC- 
RETARY,  WESTERN  HEMISPHERE,  INTERNATIONAL  TRADE 
ADMINISTRATION,  U.S.  DEPARTMENT  OF  COMMERCE 

Ms.  Hughes.  Thank  you  very  much,  Mr.  Chairman.  I  would  like 
to  thank  you  and  the  committee  for  giving  me  the  opportunity  to 
appear  before  you  today  and  give  you  some 

Mr.  CoNYERS.  Turn  your  mike  just  a  little  closer  toward  you. 

Ms.  Hughes.  To  appear  and  to  present  the  views  of  the  Depart- 
ment. I  might  add  that  it  is  an  honor  to  represent  Secretary  Brown 
here  today. 

What  I  would  like  to  talk  about  are  three  things:  The  benefits 
of  the  agreement;  also  the  issues  of  the  government  procurement 
provisions;  and  the  State  sovereignty  issues. 

Let  me  begin  first  by  talking  about  the  benefits. 

I  would  like  to  have  my  entire  presentation  entered  for  the 
record,  but  I  will  summarize  it  now  for  the  benefit  of  the  commit- 
tee. 

Mr.  CONYERS.  Without  objection,  your  testimony  and  that  of  all 
of  the  witnesses  will  be  entered  fully  into  the  record. 

Ms.  Hughes.  Thank  you,  Mr.  Chairman. 

NAFTA's  benefits  we  feel  will  derive  from  a  dramatic  restructur- 
ing of  the  Mexican  economy.  Within  15  years,  all  of  Mexico's  still 
very  significant  tariffs  will  be  completely  eliminated.  Within  10 
years,  virtually  all  import  licenses,  which  act  as  restrictive  quotas, 
will  be  gone. 

Si|[nificant  barriers  to  cross-border  trade  and  services  will  be 
elimmated.  Investment  regulations  which  force  the  transfer  of 
manufacturing  jobs,  capital  and  technology,  to  Mexico  from  the 
United  States  will  be  abolished,  as  Mr.  McCandless  indicated  so 
clearly  earlier  in  his  comments  to  Congresswoman  Kaptur.  For  the 
first  time,  United  States  firms  will  have  guaranteed  access  to  Mexi- 
co's extremely  lucrative  government  procurement  market  estimated 
at  $18.8  billion  in  1990. 

At  the  Commerce  Department,  we  have  dozens  of  stories  from 
United  States  companies  demonstrating  that  trade  with  Mexico 

Generates  benefits  and  jobs  in  the  United  States.  For  example,  Cal- 
tate  Lumber,  the  largest  Hispanic-owned  company  in  California, 
has  seen  its  sales  to  Mexico  expand  from  $14  million  in  1989  to  an 
estimated  $180  million  this  year.  Cal-State  is  a  broker  of  lumber 
products  and  its  booming  sales  to  Mexico  keep  United  States  mill 
workers  employed. 

And  lest  there  be  doubts  that  only  the  border  States  will  gain 
from  NAFTA,  let  me  share  with  you  the  expectation  of  Tri-City 
Port  in  Granite  City,  IL,  suffering  so  much  currently  from  the 
flood.  Tri-City  expects  significant  growth  in  barge  trade  on  the 
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United  States  inland  waterway  system,  the  heart  of  which  is  the 
Mississippi  River  as  Mexico,  United  States,  and  Canadian  econo- 
mies expand  under  free  trade. 

Tri-City's  3  million  tons  of  annual  shipments  amount  to  5,000 
jobs  created  or  sustained  on  U.S.  soil.  For  each  increase  of  600 
tons,  one  new  job  is  created.  Throughout  the  next  decade,  Tri-City 
officials  expect  increased  trade  with  Mexico  to  create  and  sustain 
thousands  of  jobs  as  cost-eff'ective  modes  of  transportation  along 
the  inland  waterway  system  are  developed. 

In  addition,  the  increased  tonnage  expected  from  NAFTA  should 
help  the  region  recover  from  the  devastation — from  the  disastrous 
flood  of  1993. 

I  would  like  to  turn  now  to  the  "Buy  American"  provisions  which 
are  of  major  interest  to  this  committee. 

Under  NAFTA,  the  United  States  did  preserve  sensitive  excep- 
tions negotiated  under  the  GATT  Agreement  on  government  pro- 
curement and  the  United  States-Canadian  Free  Trade  Agreement. 
NAFTA  allows  us  to  maintain  specific  "Buy  American"  provisions, 
such  as  the  U.S.  small  business  set-aside  program,  minority  set- 
asides,  and  the  so-called  Berry  amendment,  which  is  the  Defense 
Department  procurement  of  textiles,  shoes,  and  other  goods. 

In  addition,  NAFTA  does  not  cover  procurement  at  the  State  and 
local  level.  Parties  have  agreed  to  further  negotiation  before  the 
end  of  1998,  to  seek  to  expand  coverage  of  the  agreement.  Parties 
will  consult  with  State  and  local  governments  in  an  effort  to  gain 
their  voluntary  coverage,  and  I  might  add  that  those  negotiations 
not  only  have  to  be  voluntary  on  the  part  of  the  States,  but  they 
have  to  be  reciprocal  on  the  part  of  the  Mexicans  and  the  Canadi- 
ans. 

NAFTA  opens  a  significant  portion  of  the  government  procure- 
ment markets  in  the  United  States,  Mexico,  and  Canada  by  elimi- 
nating discriminatory  buy  national  purchasing  requirements  on  a 
wide  range  of  procurements  of  goods,  services,  and  construction. 
Virtually  all  Federal  Government  agencies'  procurement  is  covered 
for  each  NAFTA  party,  as  well  as  procurement  by  a  significant 
number  of  Federal  Government  enterprises,  with  the  exceptions  I 
just  noted. 

Mexico,  which  is  not  a  signatory  of  the  GATT  code,  is  for  the  first 
time  undertaking  an  international  commitment  to  open  guaranteed 
access  to  its  government  procurement  market.  And  this  is  not — ^this 
is  not  supplementary,  because  since  Mexico  is  not  a  member  of  the 
code,  we  have  not  had  the  access  that  we  have,  for  example,  in 
Canada. 

I  would  also  point  out  that  Congresswoman  Kaptur  did  note  that 
by  and  large  the  United  States  Government  procurement  market 
is  already  open  to  international  competition,  so  by  opening  the 
Mexican  market,  we  are  gaining  a  net  advantage  that  is  not  avail- 
able to  us  today. 

The  second  issue  the  committee  specifically  asked  about  is  the  ef- 
fect of  NAFTA  on  State  sovereignty.  Since  Commerce  negotiated 
the  relevant  NAFTA  provisions  on  insurance,  let  me  address  that 
sector  specifically. 

In  the  United  States,  the  individual  State  insurance  regulators, 
not  the  federal  Government,  regulate  insurance.  The  NAFTA  rec- 
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ognizes  the  need  for  prudential  regulation  of  all  financial  services, 
including  insurance  and  the  sovereignty  of  the  States  and  their 
regulation  of  insurance  is  unchanged  under  the  NAFTA.  The 
NAFTA  establishes  a  comprehensive  principles  based  approach  to 
disciplining  of  government  regulation  of  financial  services. 

The  principles  include  the  right  of  the  NAFTA  parties  to  regelate 
their  financial  services  sectors  for  prudential  reasons.  Our  other 
principles  include  the  right  to  establish  operations  in  the  other 
NAFTA  countries,  and  receive  national  treatment;  the  ability  to 
provide  cross-border  trade  and  financial  services;  and  the  discretion 
to  hire  senior  management  and  other  personnel  regardless  of  their 
nationality.  Once  NAFTA  is  implemented,  State  regulation  of  the 
insurance  industry  will,  of  course,  have  to  conform  with  applicable 
NAFTA  provisions.  However,  where  States  currently  have  regula- 
tions that  do  not  comply  with  the  NAFTA,  the  agreement  provides 
for  the  ability  of  the  parties  to  continue  to  enforce  these  non- 
conforming measures,  provided  they  are  properly  identified. 

We  are  working  with  State  regulators  to  identify  their  existing 
nonconforming  measures  for  incorporation  into  U.S.  Government 
reservations  bv  January  1,  1994,  for  six  States,  including  Califor- 
nia, Florida,  Illinois,  New  York,  Ohio,  and  Texas.  Reservations  for 
the  other  States  need  to  be  taken  by  the  end  of  1995. 

The  NAFTA  assigns  responsibility  for  dispute  settlement  involv- 
ing insurance  matters  to  the  Department  of  Commerce.  Once  the 
NAFTA  enters  into  force.  Commerce  will  continuously  monitor  de- 
velopments within  Mexico  and  Canada  to  assure  their  compliance 
with  the  various  NAFTA  liberalizations  in  the  insurance  sector. 

That  concludes  my  remarks,  and  I  would  be  happy  to  answer  any 
questions  the  committee  might  have. 

[The  prepared  statement  of  Ms.  Hughes  follows:] 
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I  would  like  to  thank  the  Committee  for  the  opportunity  to  discuss  the  North  American  Free 
Trade  Agreement  (NAFTA),  and  the  benefiU  that  will  accrue  to  the  United  States  from  this 
historic  agreement. 

NAFTA  represents  important  gains  for  the  U.  S.  economy,  for  our  workers,  for  our 
consumers  and  for  the  environment.   Let  me  address  each  of  these  areas  in  turn. 

The  evidence  continues  to  mount  that  NAFTA  will  be  good  for  the  U.S.  economy  and  U.S. 
workers.   The  most  recent  study  to  come  to  this  conclusion  was  prepared  by  the 
Congressional  Budget  Office  and  was  entitled  A  Budgetary  and  Economic  Analysis  of  the 
North  American  Free  Trade  Agreement.   Like  numerous  studies  before  it,  the  CBO  study 
concluded  that  NAFTA's  "net  effect  on  the  U.S.  economy  would  be  positive." 

These  benefits  will  derive  from  a  dramatic  restructuring  of  Mexico's  economy.   Within  15 
years,  all  of  Mexico's  still  significant  tariffs  will  be  completely  eliminated.   Within  ten 
years,  virtually  all  import  licenses,  which  act  as  restrictive  quotas,  will  be  gone.   Significant 
barriers  to  cross-border  trade  in  services  will  be  eliminated.   Investment  regulations  that 
force  the  transfer  of  manufacturing  jobs,  capital  and  technology  to  Mexico  from  the  United 
States  will  be  abolished.   For  the  first  time,  U.S.  firms  will  have  guaranteed  access  to 
Mexico's  extremely  lucrative  government  procurement  market,  estimated  at  $18.8  billion  in 
1990. 

This  restructuring  will  create  new  export  opportunities  for  U.S.  firms.   Since  Mexico 
unilaterally  began  reducing  it  tariffs  and  removing  trade  barriers  in  1987,  U.S.  exports  have 
more  than  doubled.   Because  Mexican  tariffs  are  still  two  and  one  half  times  higher  on 
average  than  U.S.  tariffs,  we  expect  further  increases  in  U.S.  exports  as  tariffs  and 
remaining  barriers  are  eliminated. 

Increased  exports  generate  jobs,  which  means  NAFTA  will  provide  significant  benefits  to 
U.S.  workers.   As  the  CBO  concluded,  credible  economic  analysis  points  to  an  overall 
increase  in  U.S.  employment  and  income  from  NAFTA.   While  there  is  the  potential  for  job 
displacement  in  certain  sectors,  especially  those  that  are  highly  labor-intensive,  we  expect 
these  effects  to  be  small  and  gradual. 

To  put  the  impact  of  NAFTA  in  perspective,  the  United  States  economy  currently  supports 
120  million  jobs.   During  the  decade  of  the  1980's,  an  estimated  20  million  U.S.  workers 
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lost  their  jobs.   The  CBO  study  estimates  that  NAFTA  could  potentially  lead  to  job 
dislocation  on  the  order  of  one  percent  of  what  we  experienced  in  the  1980's.   And  even 
these  losses  would  be  more  than  made  up  by  the  job  and  income  creating  effects  of  the 
Agreement. 

Jobs  created  by  NAFTA  will  generally  be  high-wage  jobs.   USTR  estimates  that  jobs  linked 
to  exports  to  Mexico  pay  12  percent  more  than  the  average  U.S.  wage;  similarly,  virtually 
all  economic  studies  conclude  that  NAFTA  will  increase  the  average  wage  of  U.S.  workers. 

NAFTA  will  neither  force  nor  encourage  U.S.  manufacturing  facilities  to  relocate  to  Mexico. 
Any  company  that  believes  that  Mexico's  low  wages  represent  a  better  manufacturing 
location  is  free  to  go  to  Mexico  right  now.   In  addition,  some  U.S.  manufacturing  facilities, 
such  as  auto  assembly  and  parts  plants,  are  being  forced  to  relocate  to  Mexico  by  existing 
Mexican  trade  and  performance  requirements.   NAFTA  eliminates  the  incentives  that  the 
Mexican  Government  has  been  using  to  force  jobs  to  Mexico. 

In  contrast,  the  United  States  has  very  few  changes  to  make  to  bring  our  laws  and  regulations 
into  compliance  with  NAFTA.   We  are  an  open  economy,  and  have  very  few  barriers  to 
eliminate.   We  compete  every  day  with  markets,  like  Mexico's,  that  are  well-protected  by 
tariff  and  non-tariff  barriers.   NAFTA  creates  the  much-sought  after,  but  rarely  achieved, 
"level  playing  field." 

We  have  dozens  of  stories  from  U.S.  companies  demonstrating  that  trade  with  Mexico 
generates  benefits  and  jobs  in  the  United  States.    For  example,  Cal-State  Lumber,  the  largest 
hispanic-owned  company  in  California,  has  seen  its  sales  to  Mexico  expand  from  $14  million 
in  1989  to  an  estimated  $180  million  this  year.   Cal-State  is  a  broker  of  lumber  products,  and 
its  booming  sales  to  Mexico  keep  U.S.  mill-workers  employed. 

And  lest  there  be  doubts  that  only  the  border  states  will  gain  from  NAFTA,  let  me  share 
with  you  the  expectation  of  the  Tri-City  Port  in  Granite  City,  Illinois.   It  expects  significant 
growth  of  barge  trade  on  the  "Avenue  of  the  Americas, "--the  U.S.  inland  waterway  system, 
the  heart  of  which  is  the  Mississippi  River-as  Mexican,  U.S.  and  Canadian  economies 
expand  under  free  trade.   Tri-City's  3  million  tons  of  annual  shipments  amount  to  5,000  jobs 
created  or  sustained  on  U.S.  soil.   For  each  increase  of  600  tons,  one  new  job  is  created. 
Throughout  the  next  decade,  Tri-City  officials  expect  increased  trade  with  Mexico  to  create 
and  sustain  thousands  of  jobs  as  cost-effective  modes  of  transportation  along  the  inland- 
waterway  system'  are  developed. 

The  Committee  has  expressed  the  concern  that  NAFTA  could  result  in  a  decrease  in  tax 
revenues,  and  a  loss  of  employment  in  the  public  sector.   However,  since  we  estimate  that 
NAFTA  will  lead  to  net  job  and  income  creation  in  the  United  States,  we  would  expect 
NAFTA  to  have  precisely  the  opposite  effect.   I  see  no  negative  impact  on  public  sector 
employment  in  the  United  States. 
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NAFTA  also  contains  benefits  for  the  American  consumer.   Because  every  individual  is  a 
consumer  at  some  point  in  the  chain,  these  benefits  will  accrue  to  all  of  the  United  States* 
approximately  255  million  citizens.    Lower  tariffs  and  increased  economies  of  scale  should 
result  in  very  competitive  prices  for  consumer  goods  ranging  from  processed  foods  to 
refrigerators  and  computers.   We  also  expect  NAFTA  to  exert  upward  pressure  on  health  and 
safety  standards,  as  Mexico,  Canada  and  the  U.S.  seek  to  develop  common  standards  at  the 
level  of  the  highest  common  denominator,  creating  safer  goods  for  U.S.  consumers. 

Finally,  NAFTA,  especially  strengthened  by  strong  supplemental  agreements,  is  good  for  the 
environment.   Studies  indicate  that  Mexico  has  reached  the  point  in  its  economic 
development  where  continued  growth  will  result  in  a  decrease  in  overall  pollution  levels. 
The  more  prosperous  Mexico  becomes  from  North  American  free  trade,  the  more  it  will  be 
able  to  devote  ever  increasing  resources  to  preserving  the  environment.   The  NAFTA 
supplemental  agreement  on  the  environment,  approaching  completion,  will  ensure  the 
enforcement  of  all  three  countries'  environmental  laws. 

There  were  two  other  specific  issues  that  the  Committee  wished  to  address.   The  first  is  the 
effect  on   U.S.  "Buy  America"  provisions  of  the  NAFTA. 

Under  NAFTA,  the  United  States  did  preserve  sensitive  exceptions  negotiated  under  the 
GATT  Agreement  on  Government  Procurement  (the  Code)  and  the  U.S-Canada  Free  Trade 
Agreement  (CFTA).   NAFTA  allows  us  to  maintain  specific  "Buy  America"  provisions,  such 
as  the  U.S.  small  business  set-aside  program,  minority  set-asides,  and  the  so  called  "Berry 
Amendment"--  Defense  Department  purchase  of  textiles,  shoes  and  other  goods. 

In  addition,  NAFTA  does  not  cover  procurement  at  the  state  and  local  level.   Parties  have 
agreed  to  further  negotiations  before  the  end  of  1998  to  seek  to  expand  the  coverage  of  the 
agreement.   Parties  will  consult  with  state  and  local  governments  in  an  effort  to  gain  their 
voluntary  coverage. 

NAFTA  opens  a  significant  portion  of  the  government  procurement  markets  in  the  United 
States,  Mexico,  and  Canada  by  eliminating  discriminatory  "buy  national"  purchasing 
requirements  on  a  wide  range  of  procurements  of  goods,  services,  and  construction. 
Virtually  all  federal  government  agencies'  procurement  is  covered  for  each  NAFTA  Party,  as 
well  as  procurement  by  a  significant  number  of  federal  government  enterprises. 

For  the  United  States  and  Canada,  NAFTA  opens  more  procurement  opportunities  by 
expanding  on  the  GATT  Agreement  on  Government  Procurement  (the  Code)  and  the  United 
States-Canada  Free  Trade  Agreement  (CFTA),  covering  Canada's  remaining  federal  agencies 
and  key  federal  government  enterprises,  as  well  as  services  and  construction  procurement  for 
the  first  time. 

Mexico,  which  is  not  a  signatory  to  the  GATT  Code,  is  for  the  first  time  undertaking  an 
international  commitment  to  open  guaranteed  access  to  its  government  procurement  market. 
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Under  NAFTA,  U.S.  suppliers  gain  access  to  purchases  by  Mexican  Government  enterprises, 
including  growing  access  to  PEMEX  and  CPE  in  the  energy  sector,  which  represent  a 
significant  share  of  Mexico's  government  procurement  and  are  key  players  in  the  Mexican 
economy.   Though  NAFTA  opens  U.S.  goods  procurement  to  Mexico  for  the  first  time,  its 
suppliers  will  have  to  compete  with  suppliers  from  other  strong  U.S.  trading  partners  for 
procurement  already  covered  by  the  Code. 

For  covered  NAFTA  government  procurement,  designated  federal  government  entities  in 
each  country  will  treat  goods  and  services,  and  suppliers  of  goods  and  services,  from  another 
NAFTA  country  no  less  favorably  than  domestic  goods,  services,  and  suppliers.    Also, 
entities  will  not  discriminate  among  goods,  services  or  suppliers  of  the  other  NAFTA 
countries.   The  agreement  also  prohibits  the  use  of  discriminatory  "offset"  practices  such  as 
requirements  for  local  content  or  technology  licensing.     NAFTA  requires  transparent, 
competitive  procedures  and  a  bid  challenge  system  to  allow  suppliers  to  challenge 
procurement  procedures  or  contract  awards. 

Attached  to  my  testimony  is  a  summary  of  what  government  contracts  are  and  are  not 
covered  under  NAFTA. 

The  Government  Procurement  provisions  of  NAFTA  will  benefit  a  wide  range  of  U.S. 
companies  whose  products  and  services  are  needed  by  governments.   U.S.  suppliers  of 
petroleum  equipment,  heavy  electrical  equipment,  communications  and  computer  systems, 
electronic,  steel  and  pharmaceutical  products  will  particularly  benefit  from  these  provisions. 

In  addition,  coverage  of  trade  in  services  for  the  first  time  will  result  in  increased 
opportunities  for  U.S.  suppliers  of  services,  including  construction  and  related  services, 
environmental  services  and  various  types  of  computer  hardware  and  software  implementation 
services. 

I  would  like  to  share  one  more  company  story  that  demonstrates  the  benefits  to  the  U.S.  of 
access  to  government  contracts.   Environmental  Systems  Products,  based  in  Connecticut, 
designs  and  manufactures  motor  vehicle  emissions  testing  and  inspection  systems.   In  July, 
1992,  ESP  won  the  emissions  inspection  and  maintenance  contract  for  the  world's  largest 
Metropolitan  Area  -  Mexico  City.   The  contract  will  result  in  up  to  $10  million  in  new 
sales.   ESP  also  won  a  supplier  contract  worth  half  a  million  dollars  for  Guadalajara, 
Mexico's  second  largest  city. 

To  keep  up  with  demand  generated  by  its  Mexico  contracts,  ESP  is  increasing  its  production 
capabilities  by  hiring  25  new  Connecticut-based  employees.   Most  of  these  jobs  are  in  high 
paying  technical  and  engineering  areas.   The  company's  new  sales  to  Mexico  will 
dramatically  increase  its  purchases  of  raw  materials  ftom  U.S.  suppliers. 

The  government  procurement  provisions  of  NAFTA  will  ensure  that  other  U.S.  suppliers  of 
goods  and  services  will  be  guaranteed  the  right  to  bid  on  contracts  like  this  one.   And  it  will 
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ensure  that  U.S.  firms  will  be  awarded  those  contracts  on  the  basis  of  their  bid  under 
competitive  procedures. 

The  second  issue  the  Committee  specifically  asked  about  is  the  effect  of  the  NAFTA  on  state 
sovereignty.    Since  Commerce  negotiated  the  relevant  NAFTA  provisions  on  insurance,  let 
me  address  that  sector  specifically. 

In  the  U.S.,  the  individual  state  insurance  regulators-not  the  Federal  government-regulate 
insurance.   The  NAFTA  recognizes  the  need  for  prudential  regulation  of  all  financial 
services,  including  insurance,  and  the  sovereignty  of  the  states  in  their  regulation  of 
insurance  is  unchanged  under  the  NAFTA. 

The  NAFTA  establishes  a  comprehensive  principles-based  approach  to  disciplining 
government  regulation  of  financial  services.   The  principles  include  the  right  of  the  NAFTA 
Parties  to  regulate  their  financial  services  sectors  for  prudential  reasons.    Other  principles 
include  the  right  to  establish  operations  in  the  other  NAFTA  countries  and  receive  national 
treatment,  the  ability  to  provide  cross-border  trade  in  financial  services,  and  the  discretion  to 
hire  senior  management  and  other  personnel  regardless  of  their  nationality. 

Once  NAFTA  is  implemented,  state  regulation  of  the  insurance  industry  will,  of  course,  have 
to  conform  with  i^licable  NAFTA  provisions.   However,  where  states  currently  have 
regulations  that  do  not  comply  with  the  NAFTA,  the  Agreement  provides  for  the  ability  of 
Parties  to  continue  to  enforce  these  nonconforming  measures,  provided  they  are  properly 
identified. 

We  are  working  with  the  state  regulators  to  identify  their  existing  nonconforming  measures 
for  incorporation  into  USG  reservations  by  January  1,  1994  for  six  states  (California, 
Florida,  Illinois,  New  York,  Ohio  and  Texas);  reservations  for  the  other  states  need  to  be 
taken  by  the  end  of  1995. 

The  NAFTA  assigns  all  responsibility  for  dispute  settlement  involving  insurance  matters  to 
the  Department  of  Commerce.   Once  the  NAFTA  enters  into  force.  Commerce  will 
continuously  monitor  developments  within  Mexico  and  Canada  to  assure  their  compliance 
with  the  various  NAFTA  liberalizations  in  the  insurance  sector.   We  will  coordinate  closely 
with  insurance  regulators  (and  other  groups)  about  any  problems  encountered  and  take 
appropriate  steps  to  address  any  issues  of  concern.   Although  the  NAFTA  precludes 
regulaton  from  serving  on  a  dispute  settlement  panel,  we  have  provided  for  consultations  and 
input  by  the  state  insurance  regulators  (and  other  groups)  throughout  the  process  to 
adequately  address  any  issues  of  concern  in  the  event  a  dispute  arises. 

It  has  been  my  pleasure  to  discuss  the  NAFTA  today,  to  clarify  the  facts  about  what  the 
Agreement  will  do,  and  to  describe  the  benefits  that  will  flow  to  the  United  States  from  this 
ground-breaking  Agreement.   Thank  you. 
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Attachment  A 
NAFTA  GOVERNMENT  PROCUREMENT  COVERAGE 


The  NAFTA  Government  Procurement  Chapter  applies  only  to: 

1 .  purchases  by  specified  federal  government  agencies  and  federal  government- 
controlled  enterprises  in  each  NAFTA  country; 

2.  for  federal  government  agencies,  purchases  of  goods  and  services  of  50,000 
and  over  (for  goods  purchases  already  covered  by  the  CFTA  the  $25,000 
threshold  will  continue  to  apply)  and  purchases  of  construction  services  of  $6.5 
million  and  over;  and 

3.  for  government-controlled  enterprises,  purchases  of  goods  and  services  of 
$250,000  and  over  and  purchases  of  construction  services  of  $8  million  and 
over. 

The  NAFTA  Government  Procurement  Chapter  does  not  apply  to: 

1.  purchases  under  small  or  minority  business  set-aside  programs; 

2.  purchases  by  state  and  local  governments,  including  purchases  made  with 
federal  funds; 

3.  procurement  of  arms,  ammunition,  or  war  materials,  or  national  security 
procurement; 

4.  certain  items  purchased  by  the  Department  of  Defense,  including  those  subject 
to  Berry  Amendment  restrictions; 

5.  purchase  by  the  Department  of  Agriculture  for  farm  support  programs  and 
human  feeding  programs; 

6.  purchases  of  certain  services,  including  research  and  development,  specified 
telecommunications  services,  transportation  services,  and  dredging  services; 

7.  measures  necessary  to  protect  public  morals,  order  or  safety;  human,  animal 
or  plant  life  or  health;  intellectual  property;  or  relating  to  goods  or  services  of 
handicapped  persons,  of  philanthropic  institution  or  of  prison  labor. 

8.  purchases  by  the  Agency  for  International  Development  for  the  purpose  of 
providing  foreign  assistance  (purchases  not  for  the  direct  benefit  or  use  of 
AID). 
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Mr  CoNYERS.  Thank  you  very  much  for  your  comments  and  thev 
are  very  helpful  and  I  would  like  to  ask  my  friend,  Mr.  McCand- 
less  to  begin  any  questions  or  comments  that  he  might  have. 

Mr.  McCandless.  Thank  you,  Mr.  Chairman.  Mr.  Yerxa,  our  fast 
track  approval  for  the  NAFTA  agreement  runs  out  on  December 
31  unless  there  is  something  here  that  I  am  missing,  which  would 
indicate  that  if  we  want  the  fast  track  for  NAFTA  it  is  going  to 
have  to  take  place  before  adjournment  of  Congress  this  year.  Is 
that  correct? 

Mr.  Yerxa.  Congressman,  I  must  admit  even  for  people  who  sort 
of  spend  every  day  trying  to  figure  out  how  to  meet  the  fast  track 
deadlines,  it  is  a  confusing  process,  but  my  understanding  of  it  is 
as  follows:  The  recent  extension  of  authority  by  the  Congress  for 
fast  track  only  applies  to  the  completion  of  a  Uruguay  Round 
agreement.  The  NAFTA  qualifies  for  fast  track  treatment  by  the 
Congress  because  it  was  signed  prior  to  the  expiration  of  the  pre- 
vious fast  track  authority,  and  therefore  the  President  currently 
has  the  authority  to  submit  to  the  Congress  legislation  and  have 
it  treated  under  fast  track  rules,  conceivably  even  beyond  this  year, 
but  as  a  practical  matter,  consideration  of  NAFTA  beyond  this  year 
would  be  exceedingly  difficult. 

The  administration  believes  that  the  goal  should  be  to  have  the 
NAFTA  enter  into  force  on  the  date  specified  under  the  agreement, 
which  is  January  1,  1994,  which  would  mean  that  the  Congress 
would  have  to  consider  the  legislation  this  fall.  Otherwise  that,  of 
course,  would  require  a  change  in  the  date  of  the  agreement. 

So  our  expectation  is  to  submit  this  to  the  Congress  this  fall  and 
ask  for  consideration  of  it  before  the  end  of  the  year. 

Mr.  McCandless.  Another  little  sticky  wicket  here  is  the  admin- 
istration has  asked  a  Federal  circuit  court  for  emergency  appeal  of 
the  June  30  decision  by  the  lower  court  requiring  an  environmental 
impact  statement  for  NAFTA.  Does  the  term  "emergency  appeal" 
denote  specific  actions  in  terms  of  its  treatment  by  the  court  and 
the  parties  involved  in  this  suit?  What  are  the  prospects  for  a  suc- 
cessful and  negotiated  implementation  or  implemented  NAFTA 
with  the  lawsuit  pending  the  ruling  of  the  court? 

Mr.  Yerxa.  Well,  the  administration  has  requested  and  received 
an  expedited  appeal  of  the  district  court  ruling.  We  expect  that  ap- 
peal to  be  heard  and  decided  by  early  September.  We  do  not  agree 
with  the  lower  court's  decision  and  it  has  not  and  will  not  affect 
the  schedule  for  consideration  and  implementation  of  the  NAFTA. 
The  lower  court  ruling  asks  for  the  administration  to  submit  an  en- 
vironmental impact  statement.  The  basis  for  the  appeal,  of  course, 
is  something  that  I  am  perhaps  not  competent  to  address,  but  we 
believe  that  this  type  of  agreement  is  not  one  that  is  covered  by 
the  requirements  of  the  NEPA  and  that  will  be  the  basis  for  the 
appeal,  but  it  will  not  affect  the  timetable  for  consideration  or  sub- 
mission of  the  NAFTA  by  the  administration. 

Mr.  McCandless.  In  your  opinion,  what  are  the  potential  rami- 
fications to  Mexico  poHtically  and  economically  if  NAFTA  is  not  en- 
acted? 

Mr.  Yerxa.  I  think  it  has  been  borne  out  by  quite  a  bit  of  analy- 
sis that  there  would  be  a  significant  impact  on  investor  confidence 
in  Mexico,  and  Mexico  has  done  a  great  deal  in  recent  years  to  lib- 
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eralize  and  modernize  its  economy,  open  it  up  to  deregulation  and 
a  great  deal  of  investment  has  come  to  Mexico  as  a  result  of  that. 
No  one  can  gauge  precisely  what,  in  numerical  terms,  the  impact 
would  be,  but  we  do  believe  that  it  could  have  a  significant  impact 
on  investment  in  Mexico,  on  the  strength  of  the  Mexican  economy, 
and  consequently  on  our  potential  export  market  to  Mexico. 

The  analysis  we  have  done  would  indicate  that  with  a  successful 
NAFTA,  we  are  likely  to  see  substantial  increases  in  exports  to 
Mexico  by  1995  resulting  in  our  estimate  in  approximately  200,000 
more  jobs  in  the  United  States  as  a  result  of  increased  exports. 
With  the  defeat  or  failure  of  NAFTA,  I  think  we  would  have  to  an- 
ticipate a  reduction.  I  don't  know  if  it  would  be  a  reduction  of  simi- 
lar proportions  to  the  possible  increase,  but  it  could  certainly  be  a 
loss  of  exports  to  Mexico  of  as  much  as  a  quarter  to  half  of  our  cur- 
rent export  volume  if  the  Mexican  economy  is  significantly  shaken 
by  the  defeat  of  NAFTA. 

Mr.  McCandless.  There  are  some  costs  that  have  been  attrib- 
uted to  the  agreement.  How  does  the  administration  plan  to  pay  for 
these  costs  and  would  there  be  assistance  on  the  part  of  the  private 
sector  in  the  overall  adjustments  and  costs  of  implementation  of 
the  agreement? 

Mr.  Yerxa.  This  is  a  matter  that  is  currently  being  discussed  in- 
ternally within  the  administration.  I  can't  present  to  you.  Con- 
gressman, at  this  moment  the  precise  plan  we  would  have  for 
meeting  the  costs  associated  with  a  NAFTA  program,  but  the  Presi- 
dent has  been  very  clear  that,  in  his  view,  this  entire  package 
would  have  to  be  accompanied  by  a  substantial  program  for  worker 
adjustment  to  handle  any  dislocation  problems,  as  well  as  adequate 
funding  for  border  cleanup.  There  are  some  other  revenue  implica- 
tions, f  think  at  the  time  we  present  the  package,  the  administra- 
tion expects  to  have  answers  to  those  questions  for  you. 

Mr.  McCandless.  Does  the  current  administration  agree  with 
the  assertion  of  former  U.S.  Trade  Representative  Carla  Hills  that 
for  every  billion  dollars  in  exports,  20,000  jobs  are  created  and  that 
the  new  jobs  pay  on  an  average  17  percent  more  than  the  rest  of 
employment? 

Mr,  Yerxa.  The  figures  are  somewhat  different.  Our  analysis, 
our  current  analysis  is  based  on  a  wage  differential  between  the 
average  manufacturing  wage  in  the  United  States  and  the  wage  for 
those  engaged  in  exports  to  Mexico,  a  differential  of  about  12  per- 
cent, 12  percent  higher  for  the  export-related  jobs.  The  best  calcula- 
tion we  have  I  think  is  about  18,000  jobs  for  each  $1  bilHon  in  ex- 
ports. 

Mr.  McCandless.  I  am  sorry. 

Mr.  Yerxa.  18,000  to  19,000.  It  is  something  like  that.  There  is 
an  adjustment  for  inflation  that  I  don't  quite  understand,  but  the 
figures  aren't  far  off  from  those  you  gave. 

Mr.  McCandless.  Secretary  Hughes,  in  your  written  statement, 
you  deal  with  State  sovereignty  and  State  regulation  of  the  insur- 
ance industry.  Would  you  explain  in  greater  detail  that  portion 
that  you  have  referred  to? 

Ms.  Hughes.  Well,  the  States  have  a  responsibility  to  their  citi- 
zens to  maintain  the  integrity  of  their  insurance  industry,  and 
therefore  they  set  prudential  requirements  on  the  companies  oper- 
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ating  within  their  States.  The  NAFTA  acknowledges  explicitly  that 
the  States  have  that  responsibility  and  that  right,  and  that  the 
NAFTA  does  not  abridge  their  ability  to  carry  out  those  respon- 
sibilities. 

As  I  mentioned,  there  is  an  interest  in  seeing  that  there  are 
some  possibilities  for — excuse  me  a  moment,  Mr.  McCandless. 

Mr.  McCandless.  I  think  you  are  on  page  5  or  thereabouts,  the 
fifth  paragraph  down. 

Ms.  Hughes.  There  are  some  provisions  of  the  NAFTA  that 
apply  to  providing  national  treatment  for  insurance  companies  op- 
erating from  a  party  into  a  State  in  the  United  States  or  into  a 
State  m  Mexico  or  province  in  Canada,  and  the  States  which  have 
regulations  that  do  not  comply  with  those  principles,  for  example, 
the  right  to  establish  an  insurance  company,  that  meets  the  re- 
quirements of  the  State.  The  States  will  have  to  identify  those  non- 
confonning  provisions  that  they  wish  to  continue. 

Now,  they  may  wish  to  extend  the — those  same  benefits  to  the 
companies  from  the  other  countries.  If  they  want  to  do  so,  then 
that  should  be  done  on  a  reciprocal  basis.  If  they  want  to  continue 
to  maintain  those  nonconforming  provisions,  then  under  the 
NAFTA  they  can  do  so  as  long  as  tney  are  properly  identified,  and 
the  agreement  provides  that  for  six  States,  those  reservations  have 
to  be  identified  by  January  1,  1994,  and  for  the  remaining  States, 
by  the  end  of  1995. 

Mr.  McCandless.  Let  me  come  back  at  you  with  a  situation.  I 
have  an  insurance  company,  we  will  say,  in  State  X,  State  X  has 
an  insurance  procedure  that  oversees  tne  operation  of  my  insur- 
ance company  as  well  as  others,  and  the  State  laws  prevail  relative 
to  the  operation  of  the  insurance  business  in  that  State.  Are  we 
saying  then  that  the  State  sovereignty  would  prevail  if  NAFTA 
were  approved  and  that  any  arrangement  between  that  State's  in- 
surance company  and  Mexico  or  any  arrangement  between  a  Mexi- 
can insurance  company  and  that  State  would  have  to  meet  the 
State  requirements  or  the  State  could,  through  its  legislative  or 
other  process,  waive  certain  things  or  make  adjustments,  but  it 
would  be  the  State's  option  rather  than  an  oversight  of  NAFTA 
that  would  predominant  State  law? 

Ms.  Hughes.  That  is  correct.  The  State  sovereignty  is 
preserved 

Mr.  McCandless.  Do  I  understand  it  correctly? 

Ms.  Hughes.  Yes,  you  do.  The  State  sovereignty  is  preserved 
under  the  NAFTA  If  the  State  wishes  to— NAFTA  establishes  prin- 
ciples that  there  should  be  the  right  to  establish  operations  in  all 
three  countries,  insurance  operations  in  all  three  countries.  How- 
ever, it  does  provide  that  if  a  State  doesn't  wish  to  extend  those 
principles  and  has  nonconforming  regulations  on  its  books,  it  may 
continue  those  if  it  chooses. 

Mr.  McCandless.  Thank  you.  Would  you  describe  some  of  the 
general  findings  of  the  work  the  Department  of  Commerce  has 
done  on  a  State-by-State  as  far  as  exports  to  Mexico  are  concerned? 

Ms.  hughes.  Well,  we  have  done  some  studies  on  State-by-State 
exports.  1  did  not  bring  those  figures  with  me,  but  we  could  cer- 
tainly make  them  available  to  you  for  the  record.  I  believe  among 
the  most  important  findings  was  that  over  the  last  few  years,  48 
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of  the  50  States  have  enjoyed  increased  exports  to  Mexico  as  a  re- 
sult of  the  hberahzations  that  have  already  occurred. 

Mr.  McCandless.  Thank  you  very  mucn,  Secretary.  Thank  you, 
Mr.  Chairman. 

Mr.  CONYERS.  Thank  you  very  much,  Mr.  McCandless. 

I  have  got  a  lot  of  questions  I  am  going  to  send  you,  but  for  pur- 
poses of  our  discussion  here  today,  what  is  it  that  friends  of  this 
administration  don't  seem  to  grasp  in  terms  of  the  benefits  that 
will  be  reaped  by  the  American  work  force,  small  businesses,  that 
seem  to  make  this,  as  Al  McCandless  described,  such  a  sticky  wick- 
et? What  is  the  problem  here? 

We  are  talking  about  some  of  the  best  friends  of  this  present  ad- 
ministration having  some  serious  reservations  about  a  subject  mat- 
ter that  we  ought  to  all  be  walking  down  the  middle  of  the  road 
together,  yet  we  have — even  at  this  hearing,  we  have  those  who  are 
more  likely  to  be  critical  of  the  administration  supporting  this  pro- 
gram and  all  your  best  friends  are  sort  of  side  stepping  and  have 
a  lot  of  deep  and  varied  concerns.  How  can  you  help  us  who  work 
closely  with  this  administration  start  getting  the  troops  in  shape? 
We  are  running  out  of  time.  Quite  frankly,  there  is  no  way  in  the 
world  we  are  going  to  resolve  this  question  in  the  calendar  year 
1993.  We  are  going  out  in  a  few  days.  We  won't  be  back  until  after 
Labor  Day.  You  need  30  days.  So  how  you  squeeze  that  in  plus  a 
couple  of  levels  of  judicial  appeal  to  the  Supreme  Court  is  some- 
thing I  won't  bother  you  with  at  this  moment,  but  how  do  we  sell 
this  elephant  or  turkey  or  whatever  it  is?  I  mean,  what  is  it  that 
we  don't  get  that  some  people  understand? 

Mr.  Yerxa.  Mr.  Chairman,  I  recognize  that  there  is  a  significant 
discussion  and  discourse  between  the  administration  and  the  Con- 
gress which  has  to  take  place  which  will,  I  believe,  help  to  clarify 
in  everyone's  minds  the  facts  associated  with  this  agreement,  the 
relative  benefits  and  drawbacks  of  it. 

Now,  in  the  final  analysis,  the  Congress  obviously  has  to  make 
the  judgment  and  the  President  has  to  make  the  case  to  the  Con- 
gress, and  I  believe  that  a  lot  of  that  process  still  has  to  take  place. 
It  is  just  beginning  really.  But  I  think  as  we  go  into  that  process, 
it  is  going  to  be  very  important  not  to  compare  the  NAFTA  to  our 
concept  of  perfection  or  nirvana,  but  to  compare  the  NAFTA  to 
what  our  current  trade  relationship  is  today,  and  I  believe  that  if 
you  make  that  comparison,  if  you  examine  it  very  carefully,  you 
will  come  to  some  dramatically  different  conclusions  than  if  you 
compare  it  to  perfection. 

First  of  all,  under  our  current  trading  relationship  with  Mexico, 
I  would  argue  that  we  have  made  some  very,  very  significant  mis- 
takes in  the  past,  and  I  think  the  presentation  that  Congress- 
woman  Kaptur  gave  us  based  on  what  she  has  seen  happen  in  her 
State,  in  her  district,  imder  our  existing  unlevel  playing  field  with 
Mexico,  because  we  adopted  a  maquiladoras  program  which  al- 
lowed Mexico  to  maintain  very,  very  high  restrictive  barriers  on 
United  States  exports  going  to  Mexico  while  at  the  same  time  giv- 
ing them  substantial  benefits  to  bring  products  into  the  United 
States  utilizing  labor  in  Mexico. 

The  NAFTA  significantly  changes  that  and  it  essentially  elimi- 
nates that  program.  It  provides  for  an  open  market  in  botn  coun- 
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tries  rather  than  an  open  market  simply  in  the  United  States  as 
we  have  today,  and  I  think  if  you  base  the  comparison  on  that 
analysis  rather  than  on  what  we  might  consider  to  be  a  perfect 
agreement  with  immediate  elimination  of  all  barriers,  I  think  you 
come  to  a  different  conclusion. 

The  fact  is  that  very  few  United  States  goods  in  comparison  to 
our  overall  imports  from  Mexico  enjoy  tariff  or  nontariff  barriers 
today.  On  the  other  hand,  our  exports  to  Mexico  face  barriers  in 
virtually  every  important  sector,  and  the  NAFTA  levels  that  play- 
ing field  in  a  very,  very  significant  way.  Now,  you  know,  a  lot  of 
the  critics  of  this  agreement  are  pointing  to  the  job  losses  from 
plants  going  to  Mexico  and  from  imports  coming  from  Mexico,  but 
I  want  to  stress,  those  are  job  losses  which  have  occurred  under  an 
existing  relationship  which  is  imbalanced. 

At  the  same  time,  those  critics  are  not  acknowledging  the  signifi- 
cant job  gains  we  have  had  from  exports  to  Mexico  as  a  result  of 
the  liberalization  that  has  occurred  there  just  since  1986.  Before 
1986,  Mexico  was  a  totally  closed  economy,  very,  very  high  protec- 
tion. State-owned  monopolies,  very,  very  little  public  participation 
in  the  economy.  President  Salinas  began  to  change  that  and  from 
1986  to  1991,  when  we  saw  some  liberalization  in  Mexico  and  from 
1986  to  1992,  we  have  experienced  a  dramatic  increase  in  our  ex- 
ports to  Mexico.  They  have  risen  by  about  228  percent  since  1986. 
They  have  risen  from  about  $12  billion  to  over  $40  billion  today. 
Now,  that  is  just  with  the  modest  liberalization  that  we  have  had 
through  now. 

With  the  significantly  increased  liberalization  under  NAFTA,  the 
sweeping  away  of  investment  restrictions,  the  complete  elimination 
of  tariff  barriers  over  the  life  of  the  agreement,  we  think  that  the 
gains  will  be  even  more  dramatic  than  that.  But  you  know,  the  evi- 
dence today,  Mr.  Chairman,  indicates  that  notwithstanding  all  the 
concerns  about  lower  wages,  the  United  States  is  able  to  compete 
on  a  very,  very  equal  footing  with  producers  in  Mexico  to  the  extent 
that  we  enjoy  almost  a  $6  billion  trade  surplus  today.  The  other 
thing  that  I  think  has  to  change  here  is  the  perception  of  what  is 
happening  in  Mexico.  The  perception  is,  and  I  think  Congress- 
woman  Kaptur  even  said  it,  that  they  can't  afford  to  and  don't  buy 
very  much  from  us. 

The  fact  is  that  Mexicans  per  capita  buy  more  from  us  than 
Japan  and  Europe  buy  from  us.  There  is  a  dramatically  increasing 
purchasing  power  in  Mexico  as  the  economy  improves.  There  is  a 
growing  middle  class,  and  the  kind  of  dynamic  changes  we  are  see- 
ing in  Mexico's  economy  are,  I  think,  the  kind  of  changes  that  have 
occurred  in  Asia  in  places  like  Korea,  Taiwan,  and  the  ASEAN  na- 
tions, and  I  think  we  would  be  making  a  grave  mistake  if  we  don't 
recognize  that  10  years  from  now  we  are  going  to  have  a  trading 
partner  to  our  south  who  will  be  a  significant  buyer  of  United 
States  products  with  significantly  enhanced  wealth.  They  are  join- 
ing the  OECD.  I  don't  think  the  development  in  Mexico  is  going  to 
change.  I  think  they  are  going  to  grow  and  develop  whether  or  not 
we  pass  the  NAFTA. 

The  question  is  going  to  be,  does  the  United  States  have  a  special 
relationship  with  Mexico  which  gives  us  free  access  to  their  mar- 
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ket,  and  if  we  do,  I  think  the  United  States  will  be  greatly  bene- 
fited. 

Mr.  CONYERS.  Thank  you,  Mr.  Ambassador.  Ms.  Hughes,  why 
don't  you  take  a  crack  at  that  question.  I  mean,  we  are  all  friends 
here.  The  Ambassador  cast  his  response  in  terms  of  the  critics.  The 
critics  are  supporters  of  President  Clinton.  This  isn't  some  different 
group  of  people.  You  are  talking  about  the  President's  best  friends. 
What  do  you  say?  How  do  we — well,  some  of  the  President's  best 
friends.  Just  a  friend.  What  do  you  say,  Ms.  Hughes?  We  are  sit- 
ting around  chatting  about  this  informally  and  you  are  trying  to 
break  down  this  wall  of  hostility  that  is  building  up  among  Mem- 
bers that  don't  understand  foreign  affairs,  diplomatic  commerce, 
and  highfalutin  trade.  Are  they  just  a  bunch  of  slobs  that  want 
their  people  working  in  the  congressional  districts  they  represent? 
It  is  not  an  insignificant  matter.  You  can't  tell  them  that  in  a  dec- 
ade or  so  you  will  be  so  happy  you  voted  for  NAFTA  you  won't 
know  what  to  do.  They  may  be  out  of  office  by  then,  but  this  is — 
you  have  got  to  think  long  term,  but  congressmen  have  to  come  up 
every  other  year. 

There  is  this  function  here  that  occurs  that  we  are — our  Commit- 
tee on  Government  Operations  is  trying  to  correct. 

Ms.  Hughes.  Mr.  Chairman,  I  understand  exactly  the  points  that 
you  are  making  and  the  important  thing  about  NAFTA  is  that  it 
is  a  long-term  program.  It  is  a  way  for  the  United  States  to  in- 
crease its  global  competitiveness  at  a  time  when  that  is  critical  to 
us  preparing  ourselves  for  the  next  century.  The  people  who  are 
afraid  of  the  job  losses  that  they  fear  will  result  from  NAFTA  are 
not  taking  that— they  are  not,  obviously,  taking  the  long-term  into 
account  because  they  are  worried  about  their  jobs  today. 

The  people  who  will  gain  the  new  jobs  that  Ambassador  Yerxa 
was  talking  about,  the  new  jobs  that  have  12  percent  higher  wage 
rates  by  virtue  of  being  higher  tech  and  jobs  that  will  be— that  are 
already  involved  in  exporting  to  Mexico,  the  people  that  will  get 
those  new  jobs  don't  know  that  they  are  going  to  get  those  new  bet- 
ter jobs  because  they  will  be  created  by  the  NAFTA.  So  it  is  very— 
it  is  a  very  hard  sell  for  the  employees  and  the  workers  in  your  dis- 
trict to  tell  them  that  there  are  good  jobs  waiting  around  the  comer 
as  a  result  of  an  agreement  that  hasn't  been  ratified  yet.  We  un- 
derstand that,  but  it— and  I  think  what  it  calls  for  is  leadership  on 
the  part  of  the  President  and  his  administration  in  making  the 
case  that  those  jobs  will  occur. 

The  industry  that  I  am  most  familiar  with,  the  auto  industry,  is 
very  confident  that  the  NAFTA  will  result  in  a  very  significant  in- 
crease in  jobs  in  the  United  States,  beginning  in  the  first  year  that 
NAFTA  goes  into  effect,  and  we  think  because  of  the  very  unequal 
playing  field  that  we  are  operating  on  now,  that  removing  those 
will  result  in  opportunities  to  sell  United  States  exports,  for  exam- 
ple, Thunderbirds  and  Cougars  that  are  made  in  very  small  pro- 
duction runs  in  Mexico  now  can  be  made  at  existing  United  States 
plants  with  the  economies  of  scale  in  Ohio  or  in  Michigan  and  then 
shipped  to  Mexico  and  provided  to  the  Mexican  public  at  much 
lower  prices  than  currently  exist.  So  the  NAFTA  will  result  in  a 
rationalization  of  the  production,  certainly  in  the  automobile  mdus- 
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try,  and  in  many  industries  and  will  result  in  a  net  increase  in 
U.S.  jobs  that  will  benefit  the  employees  of  those  industries. 

Mr.  McCandless.  Mr.  Chairman,  we  hear  about  jobs  and  we  re- 
late that  to  General  Motors,  Ford,  Detroit  Diesel,  and  all  of  these. 
I  would  like  to  share  with  you  and  the  panel  this  little  company 
called  Strata  Specialty  in  Kansas  City,  MO,  the  manufacturer  of 
small  ambulances  and  they  made  their  first  sale  in  1990  to  Mex- 
ico— 1989,  I  am  sorry,  with  a  followup  sale  in  1990,  and  it  brought 
the  company  additional  sales  to  the  degree  that  for  the  Mexican 
contracts,  15  people  were  added  to  an  already  small  work  force,  but 
significant  of  45  members,  and  these  stories  get  lost  in  the  back 
pages. 

And  if  you  are  insecure  about  your  job  because  of  mechanization 
and  robotics  and  the  rest  of  it,  and  the  economy  is  down,  your  con- 
cern, as  the  Secretary  pointed  out,  is  your  job,  and  these  little  com- 
panies that  are  adding,  and  they  are  all  over — there  is  a  desk  com- 
pany in  Michigan  that  has  doubled  its  sales  to  Mexico  in  the  last 
couple  years,  and  one  wouldn't  think  that  desks  would  be  some- 
thing that  Mexico  would  want  to  buy,  and  so  you  have  got  these 
little  success  stories  all  over,  but  they  just  don't  seem  to  come  to 
the  surface. 

Mr.  CoNYERS.  Well,  thank  you  very  much,  Mr.  McCandless. 

Now,  the  problem  that  complicates  this  on  a  personal  level,  and 
I  think  the  point  has  been  well  made  here  that  we  are  talking  glob- 
al, is  that  the  family  man  who  works  in  a  plant  in  the  Middle  West 
is  concerned  every  week  that  he  has  got  to  put  some  food  on  the 
table.  Maybe  that  is  the  part  of  the  disjunction  that  goes  on  here. 
Also  consider  the  African -American  worker  in  this  country,  already 
on  the  bottom  of  the  labor  statistics  in  terms  of  long-term  struc- 
tural unemployment,  last  hired,  first  fired.  It  is  not  a  syndrome 
that  has  completely  disappeared  from  the  economic  scene.  These 
new  jobs  coming  in  will  require  a  higher  skill  than  I  suspect  many 
of  them  possess,  so  we  are  talking  about  different  losers  and  dif- 
ferent beneficiaries  in  the  employment  market,  and  I  think  you 
would  concede  that  that  complicates  the  problem  somewhat. 

Mr.  Yerxa.  Yes,  I  think  it  does  because  obviously  any  time  there 
are  changes  in  national  policy,  whether  it  is  tax,  or  regulatory  pol- 
icy, or  trade  and  it  changes  the  status  of  a  particular  sector  and 
there  are  potential  employment  effects  on  that  sector,  even  if  the 
overall  impact  for  the  economy  is  positive,  we  have  to  recognize  the 
impacts  on  those  that  might  be  at  risk,  and  I  didn't  want  any  of 
my  previous  comments,  Mr.  Chairman,  to  suggest  that  the  Presi- 
dent or  the  administration  are  not  mindful  of  the  short-term  con- 
cerns of  you  and  other  Members  with  respect  to  certain  sectors 
which  might  find  increased  imports  from  Mexico.  My  point  was 
more  to  the  fact  that  we  currently  have  an  open  market  from  Mex- 
ico and  the  adverse  effects  we  are  seeing  on  the  United  States 
economy  are  not  likely  to  change  even  if  NAFTA  is  not  passed. 

The  impact  of  passing  NAFTA  is  it  gives  us  access  to  new  mar- 
kets that  we  don't  currently  enjoy,  but  I  think  the  administration 
does  recognize  that  there  are  going  to  be  some  sectors,  and  we  can 
spell  those  out  for  the  committee,  where  the  International  Trade 
Commission  and  others  would  see  some  increases  in  imports  and 
some  employment  effects  in  the  United  States.  We  are  going  to 
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have  to  have  adequate  programs  and  policies  in  place  to  allow 
those  transitions  to  occur. 

Under  the  NAFTA,  what  we  have  done  is  provided  for  the  long- 
est possible  phaseout  in  those  sectors  which  are  sensitive,  15-year 
phaseouts  of  tariffs  in  the  most  sensitive  products,  and  for  safe- 
guard mechanisms  which  will  ensure  that  if  there  is  a  rapid  in- 
crease of  imports  in  one  of  those  products,  the  industry  could  peti- 
tion for  relief,  but  I  do  want  to  stress  that  there  are,  in  overall 
terms,  far  more  potential  job  gains  than  job  losses  and  I  realize 
that  is  a  very,  very  difficult  case  to  make  politically.  I  do  have  one 
example  of  an  anecdote  a  colleague  of  yours  in  the  Congress  told 
me  about. 

Mr.  Co^PfERS.  I  will  be  happy  to  hear  it. 

Mr.  Yerxa.  Well,  he  went  and  met  with  a  company.  It  happened 
to  be  an  auto  parts  company.  People  in  the  company  indicated  to 
him  why  that  company,  as  well  as  many  others  in  the  auto  parts 
sector  were  very,  very  enthusiastic  about  the  NAFTA,  because  they 
saw  very,  very  positive  potential  benefits  for  exporting  auto  parts 
to  Mexico,  because  of  the  elimination  of  a  lot  of  the  investment  and 
content  restrictions  down  there  which  now  require  that  the  auto 
parts  be  built  in  Mexico  for  Mexican  products.  The  elimination  of 
these  restrictions  would  allow  producers  to  source  from  the  United 
States,  and  the  company  was  really  quite  ecstatic  about  the  agree- 
ment. 

But  later  he  met  with  people  on  the  shop  floor  in  that  company 
and  virtually  every  one  of  them  indicated  they  were  concerned 
about  their  job  being  lost  because  of  NAFTA.  And  he  said,  there 
is  a  disconnect  here  between  the  management  of  the  company  and 
the  workers,  and  I  think  that  is  a  significant  aspect  of  our  problem. 
I  think  that  can  be  changed  if  we  have  a  more  clear-headed  analy- 
sis of  exactly  what  we  are  getting  out  of  this  agreement  and  where 
the  possible  risks  are. 

I  think  Ambassador  Kantor  is  very  much  desirous  of  engaging  in 
that  kind  of  an  analysis. 

Mr.  CoNYERS.  Well,  I  am  not  sure  what  your  anecdote  proves, 
but  let  me  give  you  an  anecdote  back.  There  is  a  gentleman  in  De- 
troit, to  be  specific,  in  the  auto  industry,  UAW  to  be  particular, 
who  happens  to  be  the  regional  director  of  region  one  in  the  UAW. 
His  name  is  Bob  King.  He  took  a  group  of  union  members  down 
to  Mexico  to  this  particular  area  in  which  commerce  has  been 
urged  to  be  set  up  to,  I  guess  avoid  tariff.  As  a  matter  of  fact,  we 
found  the  Commerce  Department  under  another  administration 
paying  businessmen  to  find  out  how  they  could  relocate  out  of  the 
United  States.  Mr.  King  went  down  there  with  his  little  video  cam- 
era. I  haven't  seen  the  film  yet,  but  here  is  the  sum  and  substance 
of  what  he  has  been  saying  around  the  country;  that  No.  1,  the 
more  United  States  business  that  goes  on  in  Mexico,  the  lower  the 
Mexican  wage  goes  down. 

He  says  that  if  you  look  at  the  conditions  that  working  people  in 
Mexico  are  suffering  under,  it  is  unbelievable.  I  mean,  it  is  nau- 
seous. It  is  not  a  good  picture.  He  said  environmental  controls  are 
literally  unknown.  Oh,  they  have  a  lot  of  laws  on  the  books;  but 
there  are  dangerous,  unhealthy,  destabilizing  conditions  that  we 
would  probably  not  tolerate  in  any  particular  part  of  the  United 
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States.  What  was  more  depressing  to  him  than  all  of  that  is  that 
he  didn't  see  how  it  was  going  to  be  changed  by  increased  trade  be- 
tween our  countries.  So  I  have  this  feeling  of  unease  about  the  im- 
mediate effects,  and  I  won't  argue  the  long-term  effects  around 
here.  Long-term  effects  are  taken  with  a  fair  amount  of  salt.  You 
know,  it  is  always  we  are  going  to  balance  the  budget  in  the  fifth 
year  of  the  agreement.  That  is  when  it  all  comes  back.  Wait  until 
2001,  you  will  be  surprised  at  our  work  kicking  in. 

So  we  have  got  this  big  problem  that  the  President's  best  friends 
need  to  be  sold  on  this  thing,  and  in  a  hurry.  So  in  a  way,  my  anec- 
dote complements  your  anecdote  and  raises  it. 

Now,  Corrine  Brown  of  Florida  has  been  very  patient  with  me 
since  I  have  exceeded  the  informal  time  limit  under  which  we  ques- 
tion, and  I  probably  used  up  my  perks  that  accrue  to  the  chair  even 
which  gives  him  a  few  more  minutes  than  everybody  else.  She  has 
been  very  patient.  Gene  Green,  he  is  the  new  man  here  on  board 
so  he  can't  complain,  but  we  don't  want  to  get  him  off  on  the  wrong 
foot  either.  Don't  want  him  to  get  sore  at  the  chairman,  so  I  am 
going  to  have  to  close  my  comments  down  and  ship  you  the  ques- 
tions. 

Now,  here  is  the  Secretary  of  Commerce,  one  of  my  dear  friends 
in  public  life.  We  have  got  to  get  this  thing  together  real  fast,  I 
mean,  the  time  is  running  out,  as  my  able  colleague's  question 
raised  right  at  the  outset,  and  I  think  we  are  going  to  have  to — 
we  in  the  Congress  who  want  to  help  are  going  to  have  to  be  made 
privjy  to  a  strategy  that  will  get  this  thing  off  the  road.  Right  now 
we  have  got  a  few  problems  that  may  grow  and  create  some  real 
problems.  So  I  thank  you  for  coming  up  here. 

In  a  way  it  may  be  better  that  Ms.  Hughes  and  Ambassador 
Yerxa  came  instead  of  Ambassador  Kantor  and  Secretary  Brown, 
because  this  gives  us  a  chance  to  have  some  of  these  concerns  bub- 
ble up  to  the  top  and  you  can  go  back  and  tell  them  that,  you 
know,  even  your  first  line  combat  political  soldiers,  Conyers,  is  on 
the  shaky  list.  I  mean,  when  this  guy  is  not  on  board,  that  means 
that  there  are  a  lot  of  other  people  that  are  going  to  be  looking  and 
listening  as  well. 

Let  me  turn  now  to  the  gentlelady  from  Florida,  Ms.  Brown. 

Ms.  Brown.  Thank  you,  Mr.  Chairman,  and  I  want  to  say  that 
when  I  take  this  vote,  I  will  not  consider  friendship.  I  will  consider 
what  is  in  the  best  interests  of  the  people  of  the  Third  Congres- 
sional District  of  Florida  and  the  country,  and  so  they  need  to  keep 
that  in  mind  also.  Mr.  Yerxa,  out  of  435  congressional  districts,  my 
congressional  district  is  ranked  420th  in  household  income.  This  is 
due  to  high  unemployment  and  many  people  who  are  employed  in 
low-skilled  jobs. 

The  Congressional  Budget  Office  estimates  that  500,000  jobs  will 
be  lost  and  states  that,  "workers  displaced  by  NAFTA  will  have  a 
greater  than  average  difficulty  finding  new  jobs  to  the  extent  that 
they  are  less  skilled  than  the  average  displaced  worker." 

It  also  states,  "existing  programs  will  provide  a  basic  safety  net 
but  many  of  the  displaced  workers  would  run  out  of  benefits  before 
finding  new  jobs." 

Mv  question  to  you  is  twofold.  One,  what  am  I  supposed  to  tell 
the  low-skilled  workers  whose  jobs  will  be  shifted  to  south  of  the 
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border?  And  two,  how  will  the  administration  fund  the  unemploy- 
ment benefits  of  the  workers  displaced  by  NAFTA?  Those  are  my 
first  two  questions. 

Mr.  Yerxa.  Congresswoman,  taking  on  the  second  aspect  of  the 
question  first,  there  will  obviously  be  very  significant  concern  on 
the  part  of  you,  as  well  as  many  other  Members  of  Congress,  about 
exactly  what  specific  programs  we  are  providing  or  proposing  for 
displaced  workers,  for  worker  adjustment,  worker  retraining, 
which,  of  course,  goes  beyond  just  the  changes  that  are  occurring 
because  of  trade.  There  are  changes  occurring  because  of  tech- 
nology, because  of  the  defense  conversion,  because  of  other  changes 
in  our  economy,  and  Secretary  Reich  and  others  are  obviously 
aware  of  the  need  to  present  to  you  a  comprehensive  package  and 
one  which  takes  full  account  of  future  changes  in  the  work  force. 

Now,  the  tougher  question  obviously  is  exactly  what  would  hap- 
pen to  lower-skilled,  lower-wage  workers  in  your  district,  and  for 
that,  and  I  am  not  trying  to  duck  the  question,  but  I  would  obvi- 
ously need  to  look  closely  at  exactly  what  products,  industries, 
what  companies  and  sectors  are  there  and  what  potential  impact 
the  NAFTA  would  have  on  those. 

We  do  find  that  in  many  of  these  industries,  the  immediate  im- 
pact of  NAFTA  will  be  positive  for  United  States  companies,  be- 
cause on  day  one  of  the  agreement,  a  number  of  barriers  come 
down  in  Mexico.  Some  of  these  are  in  sectors  where  the  barriers 
in  the  United  States  have  already  come  down  and  where  the  im- 
ports are  already  on  the  market.  Obviously,  I  need  a  little  more  in- 
formation, but  I  would  be  glad  to  try  to  get  you  some  assessment 
of  impact  on  jobs  and  companies  in  your  district. 

Ms.  Brown.  Mr.  Yerxa,  I  represent  a  district  that  has  an  Afi*i- 
can-American  population  of  greater  than  50  percent.  Due  to  a  long 
legacy  of  discrimination,  many  of  the  contractors  in  my  district  de- 
pend on  governmental  procurement  set-asides.  How  will  the  new 
governmental  procurement  regulations  affect  minority  contractors 
on  the  State  and  local  levels. 

Mr.  Yerxa.  No,  not  at  all.  Under  the  NAFTA,  we  have  not 
touched  the  Federal  minority  and  small  business  set-aside  pro- 
gram. That  is  not  affected  by  the  NAFfA  agreement.  It  would  be 
maintained  intact.  And  furthermore,  State  procurement  is  not  cov- 
ered by  the  NAFTA  agreement  at  all.  There  is  a  provision  which 
says  that  beginning  in  1998  we  would  seek  to  negotiate  coverage 
of  States  and  at  the  same  time  sub-Federal  entities  in  Mexico  and 
Canada,  but  only  if  the  State  government  voluntarily  agrees  to  be 
covered.  So  I  want  to  assure  you  that  the  existing  programs  that 
the  committee  has  established  for  minority  and  small  business  set- 
asides  would  remain  intact  and  are  not  changed  by  the  agreement. 

Mr.  Conyers.  Well,  I  want  to  thank  you  for  your  kindness  today, 
Ms.  Brown.  Normally  you  are  very  generous  to  our  witnesses  and 
I  am  sure  they  appreciate  it  as  well  as  the  chair.  We  would  like 
to  welcome  Gene  Green  of  Houston  who  we  are  pleased  to  have  on 
this  committee.  He  serves  with  great  distinction  on  Education  and 
Labor  as  well  as  Merchant  Marine  and  we  are  just  delighted  that 
he  has  picked  this  oversight  committee  of  the  Congress  to  give  up 
some  of  his  time.  We  would  like  to  recognize  you  at  this  point. 
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Mr.  Green.  Thank  you,  Mr.  Chairman.  I  appreciate  the  help  of 
the  Chair  in  providing  the  temporary  assignment  to  the  committee. 
For  the  witnesses,  I  served  20  years  in  the  Texas  legislature  on  the 
Sunset  Commission  that  did  basically  what  this  committee  does, 
and  I  have  some  questions  relating  to  the  later  witness'  testimony. 
You  just  said,  Secretary,  that,  I  am  sorry,  Ambassador,  that  the 
NAFTA  agreement  had  no  impact  on  minority  set-asides  or  provi- 
sions to  encourage  minority  participation  in  the  public  service  con- 
tracts? 

Mr.  Yerxa.  That  is  correct. 

Mr.  Green.  Is  that  specifically  spelled  out  in  NAFTA? 

Mr.  Yerxa.  Yes. 

Mr.  Green.  I  would  just  appreciate  a  copy  of  that.  I  think  the 
committee  would. 

How  does  it  impact  the  Buy  American  provisions? 

And  I  know  the  States — and  Congressman  Traficant  particularly 
adds  to  every  bill  we  pass  here — but  how  would  NAFTA  affect  pri- 
ority for  U.S.  products,  for  example? 

Mr.  Yerxa.  I  can  summarize  for  you,  and  we  can  provide  you 
some  further  detailed  information,  Congressman;  and  we  will  do  so. 

But  the  NAFTA  agreement  does  open  up  Federal  level  procure- 
ment, that  is  procurement  at  the  national  level  in  Mexico,  Canada, 
and  changes  some  of  our  existing  Buy  American  restrictions  at  the 
Federal  level. 

We  would  waive  Buy  American  restrictions  for  Canada  and  Mex- 
ico in  certain  agencies  and  entities  above  a  certain  threshold  level. 
Some  of  that  we  already  did  with  respect  to  Canada  under  the  free 
trade  agreement,  but  this  agreement  opens  it  up  a  little  further. 

The  offset  to  that,  of  course,  is  that  we  are  obtaining  access  to 
the  procurement  markets  in  Canada  and  Mexico.  For  example,  the 
parastatal  organizations  in  Mexico,  PEMEX,  and  the  electrical  util- 
ity would  grant  access  to  us. 

There  are  some  changes  in  the  Buy  American  restrictions  which 
we  can  detail  for  the  committee  precisely  what  the  tradeoffs  would 
be. 

With  respect  to  those  products  and  sectors  which  would  benefit 
to  supplying  to  the  procurement  market  of  PEMEX,  I  specified,  in 
my  testimony,  oil  drilling  services  and  equipment,  steel  products. 
Because  of  this,  we  have  received  a  fairly  favorable  report  from  our 
advisory  committees  in  both  the  energy  and  the  metals  sector  of 
the  potential  benefits  of  this  procurement  deal  for  their  sales  to 
Mexico. 

But  at  the  State  level,  we  would  not  be  changing  any  of  our  State 
procurement  restrictions,  any  of  the  restrictions  that  State  govern- 
ments have  imposed.  As  I  said,  there  is  agreement  to  seek  to  nego- 
tiate on  this  in  the  future;  but  the  agreement  that  Congress  would 
be  implementing  would  not,  in  any  way,  preempt  existing  State 
measures. 

Mr.  Green.  In  later  testimony,  the  chairman  of  the  Cato  Insti- 
tute— and  you  may  want  to  address  it  now — NAFTA  overrides  most 
Buy  American  provisions  of  Federal  and  State  procurement  laws, 
where  the  exception  of  contracts  with  small  firms  owned  by  nation- 
als of  some  countries  not  in  NAFTA,  are  involved  in  our  national 
security  concern. 
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Obviously,  we  are  going  to  get  testimony  later  that  may  disagree, 
but  I  appreciate  the  copy 

Mr.  Yerxa.  I  don't  think  that  is  an  accurate  statement  with  re- 
spect to  the  States  or  with  respect  to  Federal  procurement.  A  large 
category  of  Federal  procurement  is  obviously  in  the  defense  field. 
That  is  not  affected. 

The  civilian  procurement  is  affected  to  a  certain  extent  by 
changes  in  the  Buy  American  policy,  but  complemented  by  changes 
in  Mexico  and  Canada's  restrictions.  So  it  is  a  limited  opening  on 
the  part  of  all  three  countries. 

There  is  one  point  that  I  would  like  to  make  about  what  we  are 
getting  out  of  this  agreement  with  Mexico,  because  I  think  it  is 
very  important;  Mexico  is  not  a  member  of  the  GATT  procurement 
code.  So  the  benefits  that  Mexico  is  giving  to  us  under  this  ar- 
rangement, the  access  to  their  government  corporations  like 
PEMEX,  are  not  benefits  they  are  giving  to  other  countries.  They 
are  benefits  Mexico  is  giving  exclusively  to  the  United  States  and 
Canada  under  NAFTA.  That  is  a  little  different  than  what  we  do, 
because  we  are  a  signatory  of  the  GATT  procurement  code;  and  the 
benefits  we  are  giving  are  benefits  that  we  give  to  the  rest  of  the 
world. 

And  I  guess  my  point  is  that  this  presents  us  with  a  significant 
opportunity  to  have  an  advantage  in  the  procurement  markets  in 
Mexico  over  other  suppliers  and  countries  who  would  not  be  getting 
the  NAFTA  benefits. 

Mr.  Green.  Obviously,  from  my  district  in  Houston,  who  has  a 
great  many  oil  specialized  firms,  there  is  a  great  deal  of  support 
for  NAFTA  because  of  that  provision. 

Also,  later  on,  we  will  have  witnesses — our  Canadian  witness 
who  is  testifying  that  the  United  States-Canadian  agreement  did 
result  from  the  lowering  of  standards  in  Canada  based  on  socio- 
economic and  environmental  standards. 

That  is  the  other  concern  that  I  guess  we  would  see,  the  actual 
lowering  of  standards  across  the  board.  I  know  that  these  may  be 
subject  to  the  side  agreements  that  we  talked  about.  You  may  want 
to  address  that  also. 

Mr.  Yerxa.  My  understanding  is  that  there  is  nothing  in  our 
FTA  with  Canada  that  required  Canada  to  lower  any  of  their 
standards.  I  am  not  sure  which  standards  you  are  referring  to,  if 
you  mean  product  safety  and  health,  that  sort  of  thing. 

Mr.  Green.  Just  the  general  feeling  that,  you  know,  the  market 
will  seek  the  lowest  prevailing  standards. 

For  example,  if  the  United  States  had  lower  standards  than  Can- 
ada for  something,  then  because  of  the  trade  agreement  with  Can- 
ada, that  we  went  to  the  lower  level.  And,  obviously,  their  testi- 
mony will  be  with  the  trade  agreement  with  Mexico,  we  would  see 
the  same  thing. 

Mr.  Yerxa.  We  have  been  very  careful  to  ensure  that,  under  this 
agreement,  we  are  not  lowering  any  of  our  product  health  and  safe- 
ty standards  nor  are  we  requiring  States  which  maintain  higher 
than  Federal  standards  to  change. 

That,  of  course,  in  the  world  of  commerce,  can  have  some  impacts 
if  producers  decide  for  one  reason  or  another  to  locate  in  places 
with  different  standards.  But  as  far  as  the  standards  for  goods  and 
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products  are  concerned,  we  are  not  harmonizing  downward  our 
standards  to  those  of  Mexico. 

And,  in  fact,  in  a  significant  number  of  areas,  I  think  the  impact 
of  the  agreement  will  be  that  Mexico  will  have  to  raise  standards 
in  order  to  compete  effectively  with  our  industries. 

Mr.  Green.  OK  Thank  you. 

The  other — and  you  mentioned  earlier  the  affect  of  NAFTA  on 
State  laws  and  reflations. 

Is  there  a  specific  provision  in  the  NAFTA  that  has  been  nego- 
tiated or  the  supplement  that  will  safeguard  those  particular  State 
and  local  regulations  from — if  they  are  in  conflict  with  the  interests 
of  either  Mexico  or  Canada?  Is  that  specifically  spelled  out. 

Mr.  Yerxa.  You  mean  with  respect 

Mr.  Green.  State  procurement  provisions. 

Another  example,  I  have  heard  from  a  great  many  folks  at  home, 
if  Texas  requires  minimum  insurance  requirements  for  over-the- 
road  trucking,  is  that  also  going  to  apply  to  a  Canadian  trucker  or 
a  Republic  of  Mexico  trucker? 

Mr.  Yerxa.  Yes.  Absolutely.  And  all  applicable  regulations  and 
laws  would  continue  to  apply  to  goods,  commerce,  or  services  from 
either  Mexico  or  Canada. 

Mr.  Green.  And  that  is  somewhere  spelled  out?  I  would  appre- 
ciate it.  And  I  will  get  the  staff  to  look  at  it. 

Thank  you,  Mr.  Chairman.  I  appreciate  the  courtesy. 

Mr.  CoNYERS.  Thank  you  so  much,  Mr.  Green.  We  look  forward 
to  your  membership  on  the  Government  Operations  Committee. 

Mr.  Ambassador,  Madam  Secretary,  we  thank  you  very  much. 
Let's  keep  in  touch.  We  have  some  other  questions  that  we  would 
like  you  to  address  in  writing. 

And  I  am  very  grateful  to  you  for  your  time  this  morning. 

Mr.  Yerxa.  Thank  you,  Mr.  Chairman. 

Ms.  Hughes.  Thank  you,  Mr.  Chairman. 

Mr.  CoNYERS.  We  have  asked  Dr.  Robert  Reischauer  to  spend  a 
little  time  with  us  on  this  subject.  His  field  of  Federal  budget  policy 
is  well  known  to  the  Grovernment  Operations  Committee. 

Welcome,  Dr.  Reischauer,  one  more  time. 

[Witness  sworn.] 

Mr.  CoNYERS.  Thank  you,  very  much.  We  have  your  testimony 
which  will  be  put  forward. 

Can  you  help  us  resolve  some  of  our  doubts  and  fears?  Are  these 
demons  that  can  be  swept  aside  by  clear,  economic  analysis? 

STATEMENT  OF  DR.  ROBERT  D.  REISCHAUER,  DIRECTOR, 
CONGRESSIONAL  BUDGET  OFFICE 

Dr.  Reischauer.  I  think  the  causes  of  your  concerns  are  genuine 
and  should  be  part  of  the  decisionmaking  process,  as  I  will  describe 
in  my  summary  remarks  today. 

I  will  submit  my  prepared  statement  for  the  record,  and  then 
just  touch  on  several  of  the  larger  conclusions  of  CBO's  study  of 
NAFTA,  which,  as  you  know,  doesn't  deal  directly  with  the  issues  , 
that  are  the  topic  of  this  hearing  but,  in  a  way,  forms  a  context  for 
consideration  of  these  issues. 

I  want  first  of  all,  to  stress  that  NAFTA  should  represent  a  net 
gain  to  the  U.S.  economy,  but  that  net  gain  will  be  very  small.  It 
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is  going  to  be  small  because  the  Mexican  economy  is  tiny  and  its 
ability  to  either  inflict  harm  or  provide  substantial  benefits  is,  obvi- 
ously, Hmited.  The  gain  will  also  be  small  because  the  United 
States  already  has  a  fairly  open  economy,  so  making  that  economy 
marginally  more  open  isn't  going  to  involve  a  sea  change  either. 

The  primary  impact  of  this  agreement,  of  course,  should  be  on 
Mexico,  where  the  economic  development  that  is  associated  with 
this  agreement  is  going  to  open  markets  and  investment  opportuni- 
ties for  the  United  States.  Mexican  living  standards  are  going  to 
rise  more  rapidly  than  would  otherwise  be  the  case,  and  that  is 
going  to  boost  imports  from  the  United  States,  thereby  helping  our 
economy. 

Although  the  benefits  of  NAFTA  will  be  small,  they  should  be 
fairly  widespread  [and  at  the  conclusion  of  my  remarks,  I  am  going 
to  come  back  and  try  to  answer  the  question  that  you  asked  the 
Ambassador  early  on].  We  should  expect  United  States  consumers 
to  benefit  from  marg^inally  lower  prices,  workers  overall  from  a  net 
increase  in  jobs  and  income,  and  investors  from  new  investment  op- 
portunities both  in  Mexico  and  in  the  United  States. 

Over  the  longer  run,  the  United  States  is  likely  to  benefit  from 
reduced  illegal  immigration  into  this  country  and  also  from  an  im- 
proved stability  in  United  States-Mexican  relations. 

The  reallocation  of  resources  that  is  the  necessary  source  of  these 
benefits  would  not  be  massive.  Contrary  to  some  fears,  NAFTA  is 
not  going  to  cause  a  wholesale  movement  of  manufacturing  plants 
to  Mexico  to  take  advantage  either  of  the  lower  wages  or  of  the  less 
stringent  enforcement  of  environmental  regulations  there.  The  rea- 
son we  can  be  fairly  sure  of  this  is  that  Tabor  costs  and  environ- 
mental regulation  costs  are  but  two  of  many,  many  factors  that  go 
into  decisions  about  plant  location.  We  have  to  remember  that  the 
United  States  will  retain  the  economic  advantages,  by  and  large, 
that  it  has  now.  And  Mexico,  even  after  some  development,  and  re- 
form of  its  markets,  is  still  going  to  have  certain  disadvantages  as- 
sociated with  it  as  a  place  to  locate. 

It  is  also  important  to  keep  in  mind  that  with  or  without 
NAFTA,  low-skilled  American  workers  are  going  to  continue  to  face 
competition  from  low-wage  workers  in  other  countries.  Low-wage 
American  workers,  if  there  is  no  NAFTA,  might  be  granted  a  small 
and  quite  temporary  reprieve;  but  we  also  have  to  remember  that 
if  NAFTA  should  fail  or  the  Mexican  economic  reforms  are  re- 
versed, this  will  have  an  adverse  impact  on  certain  sectors  of  the 
American  economy  that  now  are  increasingly  oriented  toward  pro- 
viding goods  and  services  to  Mexico. 

The  second  point  I  would  like  to  make  is  that  although  NAFTA 
would  impose  some  direct  costs  on  the  Federal  budget,  these  costs 
would  be  slight  both  in  relation  to  the  total  size  of  our  budget  and 
to  NAFTA's  broader  economic  effects. 

NAFTA  could  affect  the  Federal  budget  in  four  ways.  The  first 
and  most  obvious  is  by  reducing  the  revenues  that  we  receive  from 
tariffs.  Our  estimate  is  that  tariffs  on  imports  from  Mexico  could 
fall  by  somewhere  between  $2  billion  and  $3  billion  over  the  next 
5  years  if  NAFTA  is  implemented.  The  amount  is  small  because, 
as  the  Ambassador  pointed  out,  over  half  of  our  imports  from  Mex- 
ico come  in  duty  free. 
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NAFTA  could  also  change  outlays  for  agricultural  programs.  The 
cost  of  the  commodity  programs  might  be  reduced  marginally  if 
United  States  exports  of  grains,  oilseeds,  and  related  products  to 
Mexico  increase,  as  most  economists  expect.  The  cost  of  our  credit 
guarantee  programs,  on  the  other  hand,  may  rise  a  bit  if  Mexico 
chooses  to  use  these  programs  to  finance  its  additional  agricultural 
imports.  It  already  relies  quite  heavily  on  these  programs. 

A  third  potential  budgetary  impact  involves  expenditures  for 
workers  who  may  lose  their  jobs  because  of  NAFTA,  The  adminis- 
tration has  already  indicated  its  intention  to  submit  legislation 
that  would  address  the  needs  of  all  displaced  workers,  regardless 
of  the  reason  for  their  displacement.  And  it  has  asked  the  Congress 
for  triple  the  funding  of  last  year  or  this  year  for  the  major  pro- 
gram that  retrains  workers  who  are  dislocated.  So  that  will  be  part 
of  the  current  budget  decision  process. 

NAFTA  also  could  generate  increased  pressure  for  spending  on 
infrastructure  and  environmental  cleanup  along  the  border.  But  it 
is  also  important  to  remember  that  these  problems  predate  the 
agreement  and  will  be  present  even  if  the  agreement  collapses. 

Let  me  step  back  and  say,  for  those  who  are  concerned  about  the 
impact  of  this  agreement  on  the  Federal  deficit,  we  have  to  remem- 
ber that  we  are  under  the  strictures  of  the  Budget  Enforcement 
Act.  That  means  that  changes  in  revenues  or  mandatoiy  programs 
must  be  offset  under  the  pay-as-you-go  rules,  and  discretionary 
spending  increases  for  either  dislocated  worker  assistance  or  infra- 
structure-type programs  would  have  to  be  fit  under  the  limits  that 
we  are  operating  under. 

The  third  point  I  would  like  to  make  is  that  the  increase  in  for- 
eign investment  in  Mexico  that  is  expected  to  be  stimulated  by 
NAFTA  and  by  Mexico's  liberalized  policies  with  regard  to  invest- 
ment should,  on  balance,  be  beneficial,  not  harmful,  to  the  United 
States. 

Mexico's  more  liberal  policies  will  encourage  additional  invest- 
ment in  physical  resources.  A  large  fraction  of  Mexico's  physical 
capital  imports  come  from  the  United  States.  So  as  it  expands 
physical  investment,  one  would  expect  the  United  States  to  benefit 
from  that.  Even  if  the  added  foreign  investment  is  offset  by  in- 
creases in  consumer  rather  than  capital  imports,  the  United  States 
would  be  in  a  strong  position  because,  as  the  Ambassador  has  al- 
ready pointed  out,  we  are  the  major  source  of  imported  consumer 
products  for  the  Mexican  economy. 

Let  me  conclude  by  noting  that,  inevitably,  some  U.S.  workers, 
firms,  and  communities  will  be  faced  with  very  painful  adjust- 
ments. Industries  making  intensive  use  of  low- wage  labor,  particu- 
larly those  that  are  protected  by  substantial  tariffs,  would  probably 
be  the  most  disadvantaged. 

Although  NAFTA  is  expected  to  create,  net,  35,000  to  170,000 
more  jobs  than  it  destroys,  the  new  employment  opportunities  will 
not  exactly  match  the  training  or  geographic  location  of  the  work- 
ers that  are  displaced.  It  could  take  months  for  displaced  workers 
to  find  new  employment.  And  some  of  these  displaced  workers 
might  face  additional  costs  if  they  have  to  go  through  retraining  or 
relocation. 
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A  key  issue  is  whether  the  existing  programs  that  we  have  for 
these  purposes  are  sufficient  and  appropriate  to  handle  the  needs 
ot  these  workers.  If  not,  more  will  need  to  be  done.  But  it  is  also 
important  to  keep  these  problems  in  some  perspective.  The  gross 
number  of  jobs  that  might  be  lost  as  a  result  of  NAFTA  would  be 
well  under  a  half  a  million.  Our  best  guess  is  that  the  number  is 
probably  under  200,000,  and  these  will  be  spread  over  at  least  a 
decade. 

For  a  large  and  dynamic  labor  market,  this  is  not  a  huge  or  in- 
surmountable problem.  Contrasted  with  the  1980's,  during  which 
some  20  million  workers  were  displaced,  the  effects  of  NAFTA  are 
fairly  smaU.  But  decency  and  equity  require  that  we  try  to  amelio- 
rate the  effects  on  those  who  are  displaced  by  the  policies  that  ben- 
efit the  Nation  as  a  whole. 

Now,  let  me  try  to  answer  the  question  that  you  posed  to  the  two 
previous  witnesses.  If  the  agreement  is  so  beneficial  to  the  United 
btates,  why  is  there  so  much  hesitancy  among  the  friends  and  po- 
litical allies  of  the  administration  to  endorse  this  proposal? 

I  think  I  would  point  to  four  different  factors.  The  first  is  simply 
the  state  of  the  current  economy.  The  economy  is  not  strong  We 
have  7  percent  unemployment.  The  growth  rate  has  been  less  than 
most  people  would  have  desired.  That  has  colored  the  way  we  are 
approaching  virtually  all  problems  and  makes  any  change  quite  un- 

ivT?^r^'T  ^^  ^^  ^  ^^^^  ^^^^  ^^^^  damage  or  harm  will  be  done  by 
NAFTA.  It  is  very  hard  for  a  government  or  a  political  system  ex- 
plicitly to  take  actions  that  might  impose  some  harm  on  some 
group.  Most  of  what  the  Congress  does  is  to  provide  benefits,  very 
concentrated  and  very  identifiable  benefits,  the  cost  of  which  are 
more  diffuse  and  less  specific. 

This  is  precisely  the  reverse  situation.  It  is  easy  to  pinpoint 
where  the  harm  might  be  done.  The  harm  has  a  particular  geo- 
paphic  location,  as  Congresswoman  Kaptur  pointed  out,  it  might 
be  the  glass  factory  within  her  particular  district. 

The  benefits,  on  the  other  hand,  are  unspecified,  and  diffuse- 
Lower  pnces,  jobs  for  people  who  do  not  necessarily  know  they  are 
getting  those  jobs  because  of  the  expansion  of  trade  with  Mexico 
or  whatever.  ' 

Third,  I  think  a  component  of  the  answer  to  this  question  is  that 
It  IS  easy  to  exaggerate  the  harm  that  might  befall  our  economy 
from  the  NAFTA  agreement. 

What  we  tend  to  do  is  look  at  all  of  the  dislocation  that  is  taking 
place  whether  it  is  because  of  technological  change,  jobs  moving  to 
Ihailand,  defense  downsizing,  or  whatever  and  envision  that  these 
in  some  way,  represent  the  kind  of  impact  that  NAFTA  mieht 
have.  ^ 

But  as  I  pointed  out,  the  gross  harm  done  by  NAFTA  is  really 
minuscule  in  comparison  with  the  changes  that  are  always  going 
on  in  this  economy.  And,  on  balance,  it  is  a  net  plus  for  the  econ- 
omy. 

Finally— and  I  think  you  pointed  this  out,  Mr.  Chairman— the 
simple  fact  of  the  matter  is  that  our  system  for  compensating  losers 
is  not  particularly  good.  We  have  a  frayed  safety  net.  We  have  a 
system  that  is,  really,  quite  inadequate  compared  with  those   say 
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in  Europe  where  unemployment  benefits  might  extend  for  a  good 
deal  longer  than  thev  do  in  the  United  States. 

And  that  makes  the  costs  that  we  are  asking  certain  individuals 
to  pay  very  real  and  very  personal.  It  is  difficult  for  anyone  rep- 
resenting those  individuals  to  sign  on  to  such  a  possibility. 

That  concludes  what  I  have  to  say.  I  will  be  glad  to  answer  any 
other  questions  that  you  might  have. 

[The  prepared  statement  of  Dr.  Reischauer  follows:] 
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Mr.  Chairman,  I  appreciate  the  opportunity  to  appear  before  this 
Subcommittee  to  discuss  the  results  of  the  Congressional  Budget  Office's 
(CBO's)  recent  study  A  Budgetary  and  Economic  Analysis  of  the  North 
American  Free  Trade  Agreement.  The  study  analyzes  the  major  effects  of  the 
proposed  agreement  and  its  probable  impact  on  the  U.S.  economy  and  the 
federal  budget.  It  is  not  a  cost  or  revenue  estimate  of  the  legislation  that  the 
Congress  will  be  asked  to  vote  on  to  implement  the  North  American  Free 
Trade  Agreement  (NAFTA),  although  it  provides  a  basis  on  which  CBO  can 
make  those  estimates.  CBO  recognizes  that  the  Administration's  negotiations 
with  Canada  and  Mexico  for  side  agreements  that  would  cover  issues  of 
special  concern-notably,  the  enviromnent,  labor  standards,  and  import  surges 
-are  not  yet  complete.  The  outcome  of  these  negotiations,  however,  should 
have  little  impact  on  the  study's  findings  concerning  the  principal  econonric 
effects  of  NAFTA. 

My  statement  reviews  the  following  three  conclusions  of  the  CBO 
study: 

o  Over  time,  NAFTA  should  provide  net  economic  gains  for  all 
three  countries.  In  particular,  the  net  effect  on  the  U.S. 
economy,  although  very  small,  would  be  positive. 
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o  NAFTA  would  impose  some  direct  costs  on  the  U.S.  budget, 
but  these  costs  would  be  insignificant  compared  with  NAFTA's 
broader  economic  effects. 

o  NAFTA  would  cause  some  reallocation  of  resources  within  and 
among  the  United  States,  Mexico,  and  Canada,  but  should  not 
cause  a  massive  relocation  of  U.S.  manufacturing  plants  and 
jobs  to  Mexico. 


AN  ECONOMIC  OVERVIEW  OF  NAFTA 


The  North  American  Free  Trade  Agreement  provides  rules  and  guidelines  for 
dismantling  trade  barriers  and  creating  a  fi"ee-trade  area  encompassing  the 
United  States,  Mexico,  and  Canada.  In  addition,  NAFTA  provides  for  the 
substantially  free  flow  of  capital  among  the  three  parties  to  the  agreement, 
and  for  some  mobility  of  labor  in  the  form  of  rules  governing  the  temporary 
entry  of  businesspeople.  Because  the  most  significant  aspect  of  the  agreement 
is  the  addition  of  Mexico  to  the  existing  Canadian-U.S.  fi-ee-trade  area,  most 
analyses,  including  CBO's,  focus  on  interactions  between  the  U.S.  and 
Mexican  economies. 
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Each  of  the  countries  participating  in  NAFTA  should  realize  net 
economic  gains.  The  agreement  would  cany  Mexico  further  along  in  its 
strategy  of  promoting  economic  development  by  opening  markets  and 
encouraging  foreign  investment.  This  strategy  has  already  led  to  a  higher  rate 
of  economic  growth  and  an  improving  standard  of  living.  A  rising  standard 
of  living  in  Mexico,  based  on  greater  economic  efficiency  and  open  trade, 
would  also  help  raise  the  standard  of  living  in  this  coimtry  as  Mexico  imports 
additional  agricultural  products,  manufactured  goods,  and  services  from  the 
United  States. 

On  balance,  U.S.  consumers,  workers,  and  investors  would  benefit  from 
the  provisions  of  the  agreement.  U.S.  consumers  would  benefit  from  lower 
prices;  U.S.  workers  would  benefit  from  a  net  increase  in  jobs  and  income; 
and  U.S.  investors  would  benefit  from  new  investment  opportunities  in  both 
Mexico  and  the  United  States.  The  United  States  would  also  be  helped  by 
changes  in  Mexico  that,  over  the  long  run,  are  likely  to  reduce  illegal 
immigration  and  increase  the  stability  of  U.S.-Mexican  relations.  For 
example,  the  agreement  could  eventually  relieve  the  pressure  of  illegal 
immigration  into  the  United  States  by  supporting  the  growth  of  jobs  and 
income  in  Mexico. 
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A  thorough  review  of  the  myriad  changes  brought  about  by  NAFTA, 
and  of  their  interactions,  leads  to  the  conclusion  that  the  net  effect  on  the 
U.S.  economy,  although  very  small,  would  be  positive.  (The  largest  changes 
introduced  by  NAFTA  would  be  those  related  to  Mexico.  Given  the  small 
size  of  the  Mexican  economy-less  than  5  percent  of  U.S.  gross  domestic 
product-one  can  reasonably  conclude  that  the  impact  of  the  agreement  on  the 
United  States  would  be  slight)  But  the  view  that  the  net  effect  on  the  United 
States  would  be  positive  should  not  obscure  the  painful  adjustments  and  losses 
that  some  U.S.  workers,  firms,  and  communities  would  undoubtedly 
experience.  Such  gains  cannot  be  achieved,  however,  imless  adjustments  are 
made-unless  labor  and  capital  resources  are  shifted  fi-om  less  profitable  to 
more  profitable  uses. 

Contrary  to  some  commonly  expressed  concerns,  the  reallocation  of 
resources  in  this  country  would  not  be  massive.  The  United  States  should  not 
fear  that  NAFTA  would  cause  a  wholesale  relocation  of  its  manufacturing 
plants  and  jobs  to  Mexico  to  take  advantage  of  the  lower  average  wage  there. 
Labor  costs  are  only  one  of  a  number  of  factors  that  influence  where  firms 
locate  their  plants.  The  United  States  will  retain  the  economic  advantages  it 
has,  and  Mexico  will  still  have  some  drawbacks  for  firms  that  produce  there. 
Indeed,  some  U.S.-owned  firms  now  operating  plants  in  Mexico  may  relocate 
to  the  United  States  if  access  to  the  Mexican  market  from  U.S.  production 
sites  improves. 
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With  or  without  NAFTA,  low-skilled  workers  in  the  United  States  will 
continue  to  face  competition  from  low-wage  workers  in  other  countries.  The 
failure  of  Mexico  to  continue  with  its  economic  reform  strategy,  or  of  the 
United  States  to  approve  NAFTA,  would  not  offer  much  of  a  reprieve  for 
these  workers,  nor  would  the  success  of  NAFTA  greatly  affect  their  fortunes. 
Without  NAFTA,  a  few  of  those  workers  might  be  granted  temporary  relief, 
but  technological  change  and  the  competitive  forces  that  drive  the  U.S. 
economy  (as  well  as  larger  flows  of  migrants  across  the  border)  would 
continue  to  apply  pressure.  And  more  important,  workers  and  firms  that  now 
depend  on  trade  with  Mexico  could  find  themselves  in  jeopardy  if  NAFTA 
were  not  carried  out. 


EFFECTS  ON  THE  FEDERAL  BUDGET 


As  the  Congress  considers  legislation  to  implement  NAFTA,  one  element  to 
be  reviewed  will  be  the  agreement's  impact  on  the  federal  budget.  Overall, 
this  impact  would  be  slight,  not  only  in  absolute  terms,  but  in  relation  to  the 
total  budget.  NAFTA  could  affect  the  federal  budget  directly  in  four  ways: 
by  reducing  revenues  from  tariffs,  changing  outlays  for  agricultural  programs, 
increasing  expenditures  for  displaced  workers,  and  increasing  pressure  for 
spending  on  infrastructure  and  environmental  cleanup  along  the  U.S.-Mexican 
border. 
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Reducing  Revenues  from  Tariffs 

Reduced  tariffs  on  imports  from  Mexico  could  result  in  revenue  losses  on  the 
order  of  $2  billion  to  $3  billion  over  five  years.  In  1991,  tariffs  on  imports 
from  Mexico  amounted  to  nearly  $0.6  billion.  About  50  percent  of  the  total 
value  of  imports  from  Mexico  was  duty  free;  of  those  duty-free  imports,  one- 
quarter  entered  the  country  under  the  Generalized  System  of  Preferences 
(GSP)  program.  The  estimated  revenue  loss  from  NAFTA  depends  in  part 
on  the  status  of  the  GSP  program  when  the  Congress  votes  on  the  NAFTA 
legislation.  The  GSP  program  expired  on  July  4, 1993.  If  it  were  not  renewed 
prior  to  the  vote  on  implementing  legislation  for  NAFTA  the  higher  revenue 
loss  would  apply. 


Changing  Outlays  for  Agricultural  Programs 

The  agreement  would  probably  have  little  effect  on  the  cost  of  U.S. 
commodity  programs  and  the  cost  of  programs  to  promote  exports  of  U.S. 
farm  products.  If  U.S.  exports  of  grains,  oilseeds,  and  related  products  to 
Mexico  increase,  the  cost  of  U.S.  programs  for  those  commodities  could  fall. 
If  Mexico  uses  credit  backed  by  U.S.  programs  that  provide  credit  guarantees 
to  finance  those  exports,  the  cost  of  the  guarantee  programs  could  rise. 
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Increa-sinp  Expenditures  for  DLsplaced  Workers 

Increased  expenditures  for  workers  who  may  lose  their  jobs  because  of 
NAFTA  could  result  in  additional  budgetary  costs.  The  Administration  has 
indicated  its  intention  to  submit  legislation  that  would  address  the  needs  of 
all  displaced  workers  regardless  of  the  reason  for  their  job  loss.  Meanwhile, 
the  Administration  proposes  to  triple  the  funding  for  the  main  existing 
retraining  program,  from  about  $600  million  in  1993  to  more  than  $1.9  billion 
in  1994.  No  estimate  is  available  of  how  much  of  the  increased  funding  would 
be  attributable  to  NAFTA.  Any  legislation  to  expand  aid  for  displaced 
workers  would  be  subject  to  the  constraints  of  the  Budget  Enforcement  Act. 


Increasing  Pressure  for  Spending  on  Infrastructure 
and  Environmental  Qeanup 


Pressing  environmental  problems  and  the  lack  of  adequate  infrastructure 
along  the  U.S.-Mexican  border  create  another  set  of  potential  budgetary 
expenditures  related  to  NAFTA,  although  these  problems  predate  the 
agreement  and  would  continue  to  create  pressure  for  spending  even  without 
it.  In  1992,  the  United  States  and  Mexico  issued  an  integrated  plan  for  the 
border  area  (known  as  the  Border  Plan)  to  deal  with  common  problems 
involving  resources  and  the  environment.     Federal  funding  for  projects 
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included  in  the  Border  Plan  is  subject  to  annual  appropriations  that  are 
limited  by  the  caps  in  the  Budget  Enforcement  Act 


GROWTH  IN  MEXICO  AND  ITS  BENEFIT  TO  THE  U.S.  ECONOMY 

In  the  mid-1980s,  Mexico  embarked  on  a  market-oriented  policy  agenda  that 
broke  with  the  past  by  reducing  restrictions  on  trade  and  foreign  investment. 
In  many  ways,  NAFTA  is  a  logical  next  step  in  this  development  strategy. 
The  key  to  this  approach  is  for  Mexico  to  attract  and  productively  absorb 
foreign  capital.  In  addition  to  making  Mexico  more  attractive  for  U.S. 
investors  (because  of  the  investment  provisions  of  the  agreement),  NAFTA 
reduces  doubts  that  other  foreign  investors  may  have  about  the  permanency 
of  Mexico's  economic  reforms;  that  is,  it  helps  lock  in  those  reforms  and  so 
reduces  the  risk  involved  in  investment. 

The  success  of  NAFTA  largely  depends  on  whether  Mexico  pursues 
policies  that  enable  it  to  achieve  a  sustainable  increase  in  economic  growth. 
NAFTA  would  support  this  pursuit,  but  Mexico  must  continue  on  its  current 
path  of  market  liberalization  and  macroeconomic  stability.  The  effort, 
however,  will  cause  dislocations  and  require  painful  adjustments  for  a  large 
segment  of  its  population. 
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Mexico's  more  liberal  investment  policies  will  encourage  additional 
investment  in  its  physical  capital,  which  over  time  should  greatly  improve  its 
standard  of  living.  Much  of  this  physical  capital  will  be  exported  to  Mexico 
from  the  United  States;  90  percent  of  the  $11  billion  in  capital  goods 
imported  by  Mexico  in  1991  came  from  the  United  States.  Illustrative 
simulations,  based  on  the  experiences  of  other  countries  that  have  successfully 
liberalized  their  trade,  suggest  that  after  20  years  NAFTA  could  raise  real 
output  in  Mexico  by  as  much  as  6  percent  to  12  percent. 

To  achieve  this  higher  level  of  output,  Mexico  must  attract  foreign 
financial  capital  of  about  $15  billion  a  year  for  10  years  or  more.  The 
potential  flow  of  capital  from  the  United  States  to  Mexico  will  probably  not 
represent  a  significant  net  draw  on  the  pool  of  resources  available  for 
investment  in  the  United  States.  The  yearly  amounts  that  might  come  from 
the  United  States  are  very  small  in  relation  to  U.S.  capital  markets,  and  the 
United  States  would  also  be  in  a  better  position  to  attract  capital  from  the 
rest  of  the  world.  Thus,  the  extra  demand  for  investment  in  Mexico  would 
amount  to  only  a  small  draw  on  U.S.  capital  markets.  And  in  time,  this 
investment  would  generate  interest  and  dividend  income  for  U.S.  investors. 

On  balance,  capital  flows  into  Mexico  imply  more  jobs  and  more 
income  for  the  United  States.  The  logic  of  this  is  compelling.  In  economic 
terms,  capital  flows  to  Mexico  are  the  financing  for  Mexico's  trade  deficit. 
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When  capital  moves  from  the  United  States  into  Mexico,  both  Mexican 
imports  and  U.S.  exports  must  rise  to  balance  each  coimtr/s  external 
accounts.  In  fact,  it  is  likely  that  some  of  the  capital  entering  Mexico  would 
take  the  form  of  direct  investment  by  U.S.  corporations,  and  that  those 
corporations  would  equip  plants  in  Mexico  from  their  normal  U.S.  suppliers. 
But  even  if  the  links  between  capital  flows  and  exports  were  not  so  direct~if, 
for  example,  some  of  the  capital  flows  to  Mexico  financed  imports  of 
consumer  goods-U.S.  exporters  would  still  benefit. 

This  point  is  crucial.  When  capital  flows  to  Mexico,  it  does  not  cost 
U.S.  jobs;  for  a  considerable  period  it  actually  adds  to  U.S.  jobs  by  increasing 
U.S.  exports.  That  process  has  already  begun,  as  a  result  of  Mexico's  steps 
toward  liberalizing  and  stabilizing  its  economy  and  in  anticipation  of  NAFTA. 
U.S.  exports  of  merchandise  to  Mexico  increased  from  $13.6  billion  in  1985 
to  $33.3  billion  in  1991.  CBO's  estimate,  using  both  the  experience  of  other 
countries  and  model  simulations,  is  that  capital  flows  are  likely  to  continue  for 
10  to  15  years,  and  U.S.  exports  and  jobs  will  benefit  throughout  the  entire 
period. 
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EFFECTS  ON  INDUSTRIES,  AGRICULTURE, 
AND  EMPLOYMENT  IN  THE  UNITED  STATES 


Estimates  of  the  overall  benefits  of  NAFTA  mask  its  effects  on  individual 
industries  and  commodity  groups.  In  some  cases,  NAFTA  would  boost 
production  and  employment  in  the  United  States  because  of  improvements  in 
efficiency  or  better  access  to  the  Mexican  market.  In  other  cases,  however, 
U.S.  operations  would  contract  in  favor  of  less  costly  imports.  Although  these 
individual  effects  would  be  fairly  small  when  viewed  against  totals,  they  could 
be  large  to  those  who  gain  from  the  agreement  and  especially  to  those  who 
are  hurt  by  it. 

It  is  inevitable  that  freer  trade  with  Mexico  would  create  winners  and 
losers,  largely  because  the  Mexican  and  U.S.  economies  have  different 
competitive  strengths.  But  by  encouraging  each  country  to  produce  and  trade 
the  types  of  goods  and  services  that  draw  on  those  strengths  (for  example,  a 
relatively  large  pool  of  low-wage  labor  in  Mexico  and  a  relatively  large  pool 
of  capital  and  skilled  labor  in  the  United  States),  NAFTA  would  promote 
overall  gains  in  both  countries.  The  benefits  of  lower  prices  would  spread  to 
all  consumers;  workers  and  firms  in  expanding  industries  would  also  gain;  but 
there  would  be  costs  that  would  be  visibly  concentrated  on  workers  and  firms 
displaced  by  foreign  competition  and  on  the  communities  in  which  they  are 
located. 
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CBO's  review  of  a  selected  group  of  traded  goods  indicates  that  U.S. 
industries  making  intensive  use  of  capital  and  skilled  labor-particularly  those 
that  now  face  substantial  barriers  to  trade  with  Mexico-would  benefit  from 
NAFTA.  Conversely,  U.S.  industries  making  intensive  use  of  low-wage  labor- 
particularly  those  that  are  now  protected  by  substantial  tariffs  or  import 
restrictions-would  probably  be  placed  at  a  disadvantage.  In  the  automobile 
industry,  for  example,  NAFTA  would  be  more  likely  to  help  than  to  hurt  U.S. 
firms  and  workers,  as  a  group.  In  part,  that  industry  would  benefit  because 
most  of  the  barriers  to  be  removed  by  NAFTA  are  imposed  by  Mexico  against 
imports  of  U.S.  goods.  In  the  apparel  industry,  however,  NAFTA  would 
introduce  additional  competitive  pressure  because  the  industry  employs  a 
relatively  large  number  of  low-wage  workers. 

In  agriculture,  too,  NAFTA  would  encoiu-age  each  country  to  draw  on 
its  competitive  strengths.  For  the  United  States,  the  overall  effect  would  be 
modest  and  positive.  For  specific  groups  of  commodities,  however,  the  results 
would  vary.  U.S.  producers  of  grains,  oilseeds,  and  some  animal  products 
would  benefit  from  the  agreement,  but  U.S.  producers  of  some  horticultural 
products  would  face  additional  competition. 

Differences  in  market  conditions,  such  as  those  that  affect  costs  of 
production,  influence  decisions  about  firm  and  plant  location.  To  the  extent 
that  NAFTA  allows  fi-eer  investment  in  Mexico  and  enables  U.S.  investors  in 
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Mexico  to  benefit  from  those  differences,  the  agreement  may  have  some  effect 
on  the  location  of  manufacturing.  Some  groups  have  voiced  concern  that 
firms  operating  in  the  United  States  will  be  at  a  competitive  disadvantage 
because  firms  operating  in  Mexico  will  face  lower  costs  for  controlling 
pollution.  These  groups  suggest  that  U.S.  firms  will  move  to  Mexico  as  a 
result.  Most  analysts,  however,  conclude  that  differences  in  the  costs  of 
pollution  control  should  not  cause  widespread  movement  of  U.S. 
manufacturing  facilities  to  Mexico,  mainly  because  such  costs  are  a  small 
portion  of  most  firms'  total  expenses.  Moreover,  economic  growth  in  Mexico 
should  eventually  lead  to  better  enforcement  of  environmental  regulations  in 
that  country,  thus  eliminating  the  difference  in  those  costs. 

Although  CBO  does  not  anticipate  a  large  movement  of  U.S. 
operations,  some  U.S.  firms  that  depend  on  low-wage  labor  may  migrate  south 
of  the  border  to  take  advantage  of  Mexico's  low-wage  labor  and  liberalized 
investment  climate.  Owners  of  such  firms  would  benefit  from  NAFTA,  but 
their  workers  would  not.  Most  workers  who  lost  their  jobs  as  a  result  of  such 
displacement  would  try  to  find  other  jobs  in  the  United  States  that  are  at  least 
as  good  as  the  ones  they  lost.  NAFTA  would  create  opportunities  for  new 
employment,  but  the  jobs  created  may  not  match  the  training  or  geographic 
location  of  the  displaced  workers.  Although  recent  studies  indicate  that  job 
gains  could  ultimately  exceed  job  losses  by  35,000  to  170,000,  no  provision  in 
NAFTA  can  possibly  guarantee  that  the  workers  who  are  displaced  will  be  the 
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ones  who  find  the  new  jobs.  Moreover,  even  those  people  who  do  find  new 
employment  could  take  several  months  to  do  so,  resulting  in  substantial 
transition  costs  for  them.  If  retraining  or  relocating  is  necessary,  those  costs 
would  be  even  higher.  A  key  issue  is  whether  existing  programs- 
unemployment  insurance.  Economic  Dislocation  and  Worker  Adjustment 
Assistance,  and  Trade  Adjustment  Assistance-are  sufficient  and  appropriate 
to  handle  the  needs  of  workers  displaced  by  NAFTA- 

A  review  of  available  information  about  the  potential  effects  of 
NAFTA  on  workers  in  the  United  States  indicates  that  even  though  the 
agreement  should  increase  total  employment  in  this  coimtry,  some  U.S. 
workers  would  lose  their  jobs.  The  gross  number  of  jobs  that  could  be  lost 
would  probably  be  well  under  half  a  million,  spread  over  at  least  a  decade. 
Viewed  as  part  of  a  larger,  dynamic  labor  market  in  which  nearly  20  million 
workers  were  displaced  during  the  1980s,  the  effects  of  NAFTA  appear 
relatively  small. 

Judging  by  the  experience  of  workers  who  lost  their  jobs  over  the  past 
decade,  the  consequences  for  some  of  those  who  are  displaced  could  be 
serious.  (Half  of  the  workers  who  lost  their  jobs  in  the  1980s  were  either  not 
working  or  were  making  less  than  80  percent  of  their  previous  earnings  one 
to  three  years  later.)  Although  existing  programs-particularly  unemployment 
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insurance-would  provide  a  basic  safety  net,  many  of  the  displaced  workers 
would  run  out  of  benefits  before  they  found  new  jobs. 


CONCLUSIONS 


If  the  North  American  Free  Trade  Agreement  is  implemented,  the  economic 
gains  for  the  United  States  from  the  agreement,  although  fairly  small,  should 
clearly  be  large  enough  to  outweigh  the  expected  budgetary  and  private-sector 
costs  that  would  follow  in  its  path.  Contrary  to  some  commonly  expressed 
concerns,  NAFTA  should  have  relatively  little  impact  on  U.S.  jobs  and  the 
location  of  manufacturing.  Economic  analysis  cannot  answer  the  question  of 
how  the  losses  that  may  be  felt  by  some  people  should  be  weighed  against  the 
gains  experienced  by  most.  Temporary  income  support  and  help  in  finding 
new  employment  are  measures  that  can  help  to  compensate  the  losers,  if  they 
can  be  identified. 
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Mr.  CONYERS.  Thank  you,  Dr.  Reischauer.  I  appreciate  your  can- 
didness  and  your  thoroughness. 

So  if  I  told  some  of  my  nervous  colleagues  to  taike  two  aspirins 
and  get  a  good  night's  rest  and  then  start  looking  at  NAFTA  again, 
like,  relax,  guys,  it  is  not  that  bad  because  the  effect  of  trading 
with  Mexico  is  small. 

We  have  an  economy  with  a  factor  of  25  to  1;  we  have — we  have 
a  trade  relationship  that  is  very  favorable,  maybe  as  high  as  even 
3  to  1  or  something.  So  relax,  guys.  It  is  not  a  pretty  picture,  but 
neither  is  it  as  bad  as  you  think  it  is. 

I  mean,  if  you  are  doing  worse  scenarios,  you  can  come  up  with 
anything.  You  will  be  unable  to  sleep  in  your  bed  at  night.  But  if 
you  take  it  easy  and  look  at  the  long-range,  it  is  not  going  to  be 
so  bad. 

Dr.  Reischauer.  I  don't  even  think  you  have  to  look  at  the  long 
range.  What  you  have  to  point  out  is  that  our  trade  situation  with 
Mexico  has  gone  from  a  substantial  deficit  to  a  surplus  over  the 
course  of  the  last  5  years. 

We  are  benefiting  from  what  has  gone  on  already  in  Mexico  and 
what  we  want  to  preserve.  That  has  created  jobs  in  the  United 
States.  It  is  very  difficult  to  identify  those  jobs  in  the  same  manner 
as  it  is  to  identify  the  people  affected  by  the  closing  of  a  glass  fac- 
tory in  Toledo,  OH.  It  is  a  person  here,  a  person  there,  a  few  added 
to  this  company  and  that  company,  and  they  are  spread  out 
throughout  the  United  States. 

Mr.  CoNYERS.  So  it  is  getting  better,  and  this  will  help  it  even 
get  better  than  it  would  have  been  otherwise? 

Dr.  Reischauer.  But  the  general  benefit  that  is  provided  by  freer 
trade  and  a  more  open  economy,  a  more  efficient  relationship  be- 
tween the  United  States  and  Mexico,  is  not  an  excuse  for  not  rec- 
ognizing the  fact  that  certain  people  will  be  adversely  affected,  as 
they  are  through  all  sorts  of  economic  change. 

And  those  adverse  impacts  are,  in  a  sense,  brought  about  by  ex- 
plicit government  policy.  The  government  might  be  regarded  as 
having  some  responsibility  for  helping  those  individuals. 

Mr.  CoNYERS.  Doctor,  is  it  overly  sensitive  to  observe  that  Afri- 
can-American and  Hispanic  American  workers  are  going  to  be  more 
adversely  affected  than  the  general  work  force  in  the  United 
States? 

Dr.  Reischauer.  No.  I  think  that  is  certainly  something  that 
should  be  brought  into  the  calculus  here.  But  what  we  are  really 
talking  about  is  the  fact  that  our  education  system  has  ill  served 
a  large  segment  of  the  American  population,  and  our  training  sys- 
tems are  often  inadequate  to  make  up  for  the  lack  of  human  capital 
investment  during  the  elementary  and  secondary  school  years. 

And  this,  I  think,  is  an  issue  that  spreads  well  beyond  the  His- 
panic and  African  American  populations.  It  is  more  general. 

Mr.  CoNYERS.  Thank  you.  Regions  that  may  be  more  adversely 
affected — ^Midwest,  industrial — former  industrial  center  of  the 
United  States.  Will  they — will  we  be  hit  harder? 

Dr.  Reischauer.  We  haven't  done  any  separate  analysis  of  that 
kind.  But  to  the  extent  that  one  would  expect  a  vibrant,  expanding 
Mexican  economy  to  import  capital  goods,  one  has  to  remember 
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that  such  goods  are  largely  produced  in  the  Midwestern  part  of  the 

country.  , 

Also,  we  expect  feed  grain  and  oilseed  markets  to  strengthen  be- 
cause of  larger  imports  from  Mexico.  And  those  crops  are  produced 
in  the  Midwest  as  well.  So,  I  think  it  is  not  a  simple  question  to 
&,nswGi" 

Also,  the  automobile  industry,  as  the  Ambassador  mentioned  be- 
fore, is  thought  to  be  a  net  beneficiary  from  NAFTA.  And  it  is  lo- 
cated in  that  region  of  the  country. 

Mr.  CohfYERS.  Well,  the  auto  owners  think  it  is  a  net  benefit.  The 
auto  workers'  representatives  think  it  is  a  net  loss. 

Dr.  Reischauer.  I  think  most  economists  believe  that  production 
of  cars  and  automobile  parts,  and  thereby  employment  of  auto 
workers  will  be  helped  by  this  pact,  simply  because  all  the  protec- 
tions that  Mexico  now  has  cause  it  to  produce  very  inefficient  runs 
of  various  products. 

Production  of  certain  smaller,  fuel  efficient  cars  might  move  to- 
ward Mexico;  but,  on  balance,  I  think  our  trade  situation  with  re- 
spect to  automobiles  and  parts  should  strengthen. 

Mr.  CoNYERS.  Well,  how  come  Owen  Bieber  doesn't  get  it?  I 
mean,  he  has  economists  working  for  him.  Presumably  they  are  as 
legitimate  and  from  as  reputable  schools  as  even  yourself 

Dr.  Reischauer.  I  don't  know.  I  have  not  seen  his  analysis.  We 
have  summarized  the  impacts  that  we  think  this  pact  will  have  on 
the  automobile  industry  in  our  report.  And  we  would  be  glad  to 
compare  their  analysis  with  our  analysis,  if  that  would  be  helpful 
to  the  committee. 

Mr.  CoNYERS.  That  is  what  we  are  here  for. 

Doctor,  this  is  Owen  Bieber's  group  summary.  The  big  three  do- 
mestic auto  manufacturers  would  be  allowed  to  treat  Mexican  con- 
tent as  United  States  content  for  purposes  of  CAFE  standards, 
which  would  encourage  the  United  States  automobile  companies  to 
shift  production  of  small  fuel-efficient  cars  to  Mexico  witnout  vio- 
lating fuel  economy  standards. 

Now,  economists,  as  scrupulously  as  they  are,  don't  come  out  and 
say  that  means  that  you  are  going  to  lose  a  lot  of  car  production 
in  the  United  States,  Owen.  But  I  will  say  it 

Dr.  Reischauer.  But  this  pact  has  much  more  in  it  than  the 
changes  in  the  way  CAFE  standards  are  calculated.  One  has  to 
look  at  all  of  the  various  elements  together  to  figure  out  what  the 
net  impact  is  going  to  be  on  the  industry  as  a  whole. 

What  we  have  is  the  United  States  lowering  a  set  of  restrictions 
that  are  rather  minimal  and  Mexico  lowering  a  set  of  trade  restric- 
tions that  are  very  substantial  and  very  high.  This  will  take  place 
over  a  long  period  of  time,  admittedly.  But  I  believe  that  the  net 
beneficiary  of  this  part  of  the  pact  should  be  the  United  States. 

Mr.  CoNYERS.  Well,  that  is  a  very  appropriate  response.  My  last 
stab  at  this  area — and  my  last  question — this  is  labor,  there  are 
auto  people  who  build  the  cars,  not  manufacturers  who  own  the 
companies  that  hire  the  people  that  build  the  cars— Japanese  auto 
companies  would  be  allowed  to  use  Mexico  and  Canada  as  plat- 
forms to  achieve  further  penetration  of  the  United  States  market. 

Cars  assembled  in  Mexico  and  Canada  by  Japanese  and  other 
auto  manufacturers  would  be  allowed  to  enter  the  United  States 
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duty  free,  even  if  a  substantial  portion  of  the  parts  in  those  vehi- 
cles are  imported  from  outside  of  North  America.  This  is  because 
of  the  so-called  "rule  of  origin"  in  the  proposed  agreement  which  es- 
tablishes the  level  of  North  American  content  which  motor  vehicles 
must  have  to  enter  duty  free  would  start  at  50  percent  and  would 
be  gradually  phased  up  to  62.5  percent. 

Dr.  Reischauer.  I  believe  they  are  50  percent  now  with  Canada. 
So,  in  effect,  the  level  that  we  are  going  to  apply  is  actually  being 
raised  by  this  agreement. 

Mr.  CONYERS.  Well,  some  people  want  to  raise  it  higher  than  is 
permitted  under  the  rule  of  origin. 

Dr.  Reischauer.  That  might  be  true,  but  the  question  is,  how  is 
this  pact  going  to  change  the  current  situation?  The  answer  is  that 
the  rule  of  origin  constraints  are  being  tightened. 

Mr.  CoNYERS.  OK.  Look,  my  people  will  be  happy  to  find  these 
things  exist.  They  are  much  more  consoling  than  they  originally 
anticipated.  I  mean  they  are  walking  around  in  the  plants  saying 
this  thing  is  going  to  cost  us  our  job.  Not  so,  workers.  Relax.  You 
don't  understand  the  North  American  Free  Trade  Agreement  and 
the  fine  print,  which  there  are  a  number  of  pages;  and  we  don't  ex- 
pect you  to.  But  we  wouldn't  kid  you  guys.  I  mean,  after  all,  we 
are  trying  to  build  up  the  American  economy. 

Is  that  what  the  new  administration  is  about?  I  mean,  they  are 
not  here  representing  the  interests  of  big  business  or  some  other 
group? 

Now,  as  good  as  my  staff  is,  I  don't  have  yet  a  list  of  the  compa- 
nies that  have  relocated  outside  of  the  United  States.  How  might 
they  most  quickly  go  about  getting  such  a  list? 

Dr.  Reischauer.  I  would  think  the  Commerce  Department  might 
have  information  of  that  sort. 

Mr.  CoisfYERS.  I  would,  too.  OK  How  about — how  would  we  get 
some  handle  on  the  jobs  created  by  the  North  American  Free  Trade 
Agreement  or  that  potentially  will  be  created? 

Dr.  Reischauer.  Well,  the  report  that  we  have  done  summarizes 
the  evidence  that  is  available  from  other  studies.  We  have  actually 
done  several  reports  on  this  topic.  I  think  when  you  get  down  to 
levels  below  the  national  level  and  you  have  people  oflFering  to  tell 
you  how  many  jobs  will  be  gained  in  this  region  or  that  region,  let 
alone  this  State  or  that  State  or  this  congressional  district  or  that 
congressional  district,  you  should  take  those  estimates  with  more 
than  one  grain  of  salt. 

Mr.  Conyers.  OK 

Dr.  Reischauer.  I  mean,  the  methodology,  the  data,  the  theory 
that  economists  have  to  do  that  sort  of  estimate  with  just  aren  t 
adequate. 

Mr.  Conyers.  Well,  thanks  so  much.  We  appreciate  your  appear- 
ance here  today.  You  are  always  helpful  to  us.  And  we  will  con- 
tinue to  work  in  this  manner  to  make  it  as  understandable  as  pos- 
sible to  as  many  Members  of  Congress  as  possible. 

Dr.  Reischauer.  Thank  you.  We  will  be  happy  to  provide  the 
committee  with  any  information  that  it  might  need  in  its  delibera- 
tions. 

Mr.  Co^fYERS.  We  are  now  pleased  to  invite  up,  after  we  have 
disposed  of  this  vote,  but  they  can  set  up  the  table,  Ms.  Linda  Cha- 
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vez-Thompson  and  the  treasurer  of  the  National  Union  of  Public 
and  General  Employees,  Mr.  Larry  Brown. 

We  are  delighted  to  have  you  all  here.  We  have  a  recorded  vote 
taking  place  on  the  floor.  As  soon  as  that  is  disposed  of,  we  will 
be  right  back. 

[Recess  taken. 1 

Mr.  CoNYERS.  Ms.  Chavez-Thompson,  you  have  come  from  the 
San  Antonio  area.  And  we  are  delighted  to  welcome  you  in  terms 
of  your  representation  of  the  American  Federation  of  State,  County, 
and  Municipal  Employees.  And  because  of  your  experience  and 
background,  your  participation  in  this  hearing  is  made  more  impor- 
tant l)ecause  you  have  heard  a  number  of  the  witnesses.  And  I 
would  like  you  to  feel  free  to  make  any  summary  of  your  prepared 
statement  but,  also,  any  additional  comments  about  any  discussion 
that  has  gone  on  at  this  hearing  that  you  would  like  to  input  on. 

So  with  that,  we  are  very  delighted  to  have  you  join  us  here  this 
afternoon. 

Ms.  Chavez-Thompson.  Thank  you,  Mr.  Chairman.  I  am  an 
international  vice  president 

Mr.  CoNYERS.  I  am  sorry.  Could  you  stand  and  raise  your  right 
hand,  as  we  have  asked  all  witnesses  to  take  the  oath.  We  will  do 
this  together. 

[Witnesses  sworn.] 

Mr.  CoNYERS.  Thank  you,  so  much,  both  of  you. 

And  you  may  begin,  knowing  that  your  prepared  statements  will 
be  incorporated  into  the  record  in  their  entirety. 

STATEMENT  OF  LINDA  CHAVEZ-THOMPSON,  INTERNATIONAL 
VICE  PRESIDENT,  AMERICAN  FEDERATION  OF  STATE,  COUN- 
TY, AND  MUNICIPAL  EMPLOYEES,  ACCOMPANIED  BY  MARJO- 
RIE  ALLEN,  LEGISLATIVE  AFFAIRS  SPECIALIST 

Ms.  Chavez-Thompson.  Thank  you,  Mr.  Chairman. 
I  am  an  international  vice  president  at  AFSCME,  as  you  have 
said,  the  American  Federation  of  State,  County,  and  Municipal  Em- 

Sloyees.  I  represent  seven  States  in  my  district  of  Texas,  Okla- 
oma.  New  Mexico,  Arizona,  Colorado,  Utah,  and  Nevada.  As  you 
can  tell,  some  of  these  States  border  with  Mexico. 

I  am  here  today  on  behalf  of  AFSCME's  1.3  million  members 
across  the  country.  Marjorie  Allen,  who  is  AFSCME's  legislative  af- 
fairs specialist  for  NAFTA,  is  with  me. 

I  appreciate  the  opportunity  to  participate  in  this  hearing  on  the 
impact  of  the  proposed  NAFTA  on  the  public  sector. 

Let  me  begin  by  stating  categorically  that  NAFTA  poses  as  ^eat 
a  threat  to  the  public  sector  of  the  economy  as  it  does  to  the  private 
sector.  We  heard  a  lot  about  the  effects  that  it  will  have— that 
NAFTA  will  have  to  private  sector  jobs  and  regarding  manufactur- 
mg  iobs  and  wages. 

The  debate  has  ignored  the  linkage  between  the  Nation's  public 
and  private  economies.  The  economic  well  being  of  communities 
P^OP'^  depends  on  good  jobs  in  both  the  private  and  public  sec- 
tors. When  NAFTA  delivers  its  deadly  one-two  punch  to  the  private 
sector  economy,  you  can  be  sure  that  the  public  sector  will  suffer 
the  same  consequences. 
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While  it  might  initially  appear  that  public  sector  employees  are 
somewhat  insulated  from  the  dislocations  caused  by  freer  trade  and 
investment  flows,  that  is  not  the  case.  Just  as  businesses  depend 
on  income  from  sales  in  order  to  pay  wages  and  purchase  plants, 
equipment,  and  supplies,  governments  depend  on  income  from 
taxes  to  pay  the  wages  of  the  public  employees  who  teach  our  chil- 
dren, work  in  our  hospitals,  police  our  streets,  fight  our  fires,  pick 
up  our  trash,  repair  our  roads  and  bridges;  in  short,  the  people  that 
I  represent  and  who  deliver  the  services  and  provide  for  the  needs 
of  our  citizens  and  our  communities. 

To  the  extent  that  NAFTA  affects  employment  and  wages  in  the 
three  North  American  countries,  it  will  directly  affect  government 
revenues.  First,  State  and  local  governments  will  lose  tax  revenues 
from  businesses  that  relocate  and  individuals  who  become  jobless. 
In  those  regions  that  suffer  the  most  severe  loss  of  jobs,  cor- 
responding loss  of  revenues  from  corporate,  personal,  sales,  and 
property  taxes  will  be  substantial. 

Second,  NAFTA  will  exacerbate  wage  competition  between  Unit- 
ed States  and  Mexican  workers.  Fear  of  job  flight  to  Mexico  will  de- 
press wages  across  the  board  in  manufacturing  and  will  undercut 
wages  in  other  sectors  of  the  economy.  Professor  Ed  Leamer  of  the 
University  of  California,  a  well-known  advocate  of  free  trade,  con- 
cludes from  his  research  that  one  effect  of  NAFTA  will  be  an  aver- 
age wage  loss  of  $1,000  per  worker  for  the  lower  70  percent  of  the 
U.S.  labor  force.  Wage  losses  of  this  magnitude  translate  into  lower 
personal  income  and  sales  tax  receipts. 

Third,  in  seeking  to  retain  jobs,  communities  are  often  compelled 
to  compete  with  each  other  in  offering  tax  abatements  and  exemp- 
tions in  an  effort  to  keep  businesses  from  relocating  and  to  attract 
companies. 

In  addition  to  tax  breaks,  communities  sometimes  provide  other 
sweeteners  such  as  constructing  new  roads  and  sewers  for  a  single 
corporate  user.  While  such  incentives  may  retain  jobs — although  it 
is  often  only  a  temporary  stay — they  place  an  additional  drain  on 
the  tax  coffers. 

State  and  local  courts  are  also  being  asked  to  rule  on  whether 
companies  who  have  received  tax  abatements  can  be  required  to  re- 
main open  and  operational.  In  a  recent  decision,  a  Michigan  judge 
blocked  the  General  Motors  Corp.  from  closing  an  assenibly  plant 
in  Ypsilanti. 

The  judge,  ruling  in  the  lawsuit  filed  by  Ypsilanti  government  of- 
ficials, said  that  GM  must  keep  its  promise  to  keep  the  plant  open 
through  the  late  1990's  in  return  for  $250  million  worth  of  tax 
abatements  granted  by  the  township  in  1984  and  1988. 

NAFTA  will  reduce  the  revenues  of  governments  precisely  at  a 
time  when  the  demand  for  entitlement  benefits  and  services  will 
increase.  As  a  result  of  NAFTA,  claims  for  unemployment  will  rise 
and  additional  demands  for  job  retraining,  health,  and  social  serv- 
ices— and  in  some  instances  food  stamps  and  welfare — will  be 
placed  on  a  public  sector  with  sharply  depleted  resources. 

In  some  areas  of  the  country,  most  especially  along  the  United 
States-Mexico  border,  there  will  also  be  huge  additional  costs  for 
environmental  pollution  cleanup,  housing,  and  infrastructure  devel- 
opment. 
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The  predictions  made  for  job  growth  by  NAFTA  proponents  are 
based  on  misunderstood,  fuzzy,  and  unrealistic  assumptions.  Fur- 
thermore, all  job  loss  estimates  have  focused  on  private  sector  job 
loss  with  no  regard  for  the  inevitable  loss  for  public  sector  jobs  as 
a  result  of  declining  tax  revenues. 

Mr.  Chairman,  I  am  going  to  vary  a  little  bit  from  my  statement 
and  talk  about  how  a  lot  of  times  people  have  not  paid  attention 
to  the  public  sector  loss  here.  I  am  going  to  tell  you,  as  an  inter- 
national vice  president  of  AFSCME,  I  have  perhaps  been  more  cog- 
nizant than  others  within  my  own  international  union  as  to  what 
the  effects  are  going  to  be  for  public  employment, 

I  am  greatly  concerned  because  we  are  already,  as  public  employ- 
ees, struggling  with  the  issues  of  privatization,  struggling  with  the 
issues  of  job  loss  for  our  brothers  and  sisters  in  other  unions.  And, 
oftentimes,  it  is  easier  to  say,  well,  that  does  not  concern  us;  that 
is  not  a  direct  hit  on  public  employees;  and  that  is  the  furthest 
thing  from  the  truth. 

We,  as  an  international  union,  are  becoming  more  and  more  cog- 
nizant that  any  time  we  begin  to  lose  our  industrial  base,  any  time 
that  we  begin  to  lose  manufacturing  jobs,  any  time  that  people  lose 
jobs  and  lose  homes  and  buy  less,  we  are  going  to  take  the  hit  be- 
cause public  employees  will  not  have  jobs  because  the  public  em- 
ployer has  to  stretch  the  dollar  further;  and  that  means  buying 
cheaper,  and  that  means  job  loss  for  public  employees. 

Economists  who  have  taken  the  inevitable  investment  shifts  into 
account,  estimate  that  at  least  a  half  a  million  private  sector  jobs 
will  be  lost  because  of  NAFTA.  Using  this  more  realist  estimate, 
a  loss  of  500,000  private  sector  jobs  would  produce  revenue  losses 
to  Federal,  State,  and  local  governments  of  at  least  $98  billion.  The 
Federal  Government  would  lose  59  percent  of  the  total,  or  $57.8  bil- 
lion; and  the  States  and  local  governments  would  sustain  a  loss  of 
$40.2  billion. 

However,  even  estimated  losses  of  this  magnitude  are  low.  The 
$98  billion  estimate  is  calculated  solely  on  the  basis  of  lower  per- 
sonal income  tax  revenues  as  a  result  of  job  loss  and  wage  depres- 
sion and  higher  unemployment  costs. 

It  does  not  include  revenue  loss  from  other  sources  including  tar- 
iffs, corporate,  business,  and  property  sales  taxes.  Also,  it  doesn't 
include  the  considerable  cost  associated  with  increased  use  of  gov- 
ernment programs  other  than  unemployment  insurance. 

A  recent  report  indicated  that  potential  loss  of  NAFTA  to  the 
Federal  budget  from  lost  tariff  revenue,  retraining  benefits  for 
American  workers  unemployed  as  a  result  of  new  competition  from 
Mexican  factories,  and  improved  infrastructure  could  add  up  to  an- 
other $40  billion. 

Congressional  pay-as-you-go  budget  rules  require  that  such  reve- 
nue losses  be  made  up.  The  New  York  Times  reported  that  a  des- 
perate search  was  on  in  Washington  for  ways  other  than  Federal 
taxes  to  raise  these  needed  funds,  including  asking  State  and  local 
governments  to  pay  for  as  much  as  possible.  That,  Mr.  Chairman, 
would  seem  like  a  cruel  joke  to  those  of  us  at  the  local  and  State 
level. 
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Since  fiscal  year  1991,  State  and  local  governments  have  faced 
combined  budget  deficits  of  $130  billion  with  the  end  for  many  not 
yet  in  sight. 

And,  because  most  of  these  governments  are  required  to  have 
balanced  operating  budgets,  they  have  been  forced  to  eliminate  or 
reduce  services,  freeze  payrolls,  lay  oflT  workers,  and  increase  taxes 
and  fees  at  public  educational  institutions. 

I  know  from  experience,  because  this  has  happened  to  us  in  San 
Antonio,  TX,  in  the  last  3  or  4  years.  We  have  seen  over  1,000  jobs 
eliminated  within  the  city  of  San  Antonio,  all  because  the  revenues 
have  not  been  there. 

And  I  have  had  to  represent  those  workers  when  they  have  ei- 
ther a  freeze  on  salaries,  loss  of  jobs,  or  when  they  have  taken  on 
half  of  the  responsibility  from  a  worker  who  was  eliminated. 

So  I  know  from  firstnand  experience  what  this  can  do  to  a  city's 
economy. 

Furthermore,  a  loss  of  billions  of  dollars  which  would  otherwise 
be  expected  to  flow  into  the  Federal  Treasury  would,  in  addition  to 
swelling  the  Federal  deficit,  make  it  much  more  difficult  for  the 
Federal  Government  to  increase  investments  in  education,  job 
training,  civilian  research,  and  development  and  infrastructure. 
Such  investments  are  vital  if  the  United  States  is  to  successfully 
compete  against  Japan  and  western  European  countries. 

Completely  ignored  in  any  estimate  of  revenue  losses  resulting 
from  higher  imemployment  and  lower  wages  is  a  discussion  of  the 
social  cost  of  joblessness,  particularly  increases  in  illness  and 
crime. 

A  recent  report  disclosed  that  a  1  percentage  point  rise  in  the  un- 
employment rate  resulted  in  a  5.6  percent  increase  in  deaths  due 
to  heart  attacks,  3.1  percent  increase  in  deaths  due  to  stroke,  6.7 
percent  increase  in  homicides,  3.4  percent  increase  in  violent 
crimes,  and  2.4  percent  increase  in  property  crimes. 

I  believe  that  minority  workers,  as  you  mentioned  earlier,  Mr. 
Chairman,  will  be  the  most  adversely  affected  by  this  NAFTA 
agreement.  We  are  not  talking  about  just  minority  businesses  and 
whether  the  side  agreements  would,  in  fact,  address  the  issue  of 
protecting  those  minority  businesses  in  the  work  that  they  perform 
and  in  the  jobs  that  they  are  able  to  generate  in  the  local  economy, 
but  I  think  the  minority  worker  would  be  even  more  hard  hit — it 
would  be  harder  for  him  to  get  a  job  or  her  to  get  a  job  by  virtue 
of  the  fact  that  just  happens  to  be  the  economic  times  of  today. 

Oftentimes,  many  of  our  friends  who  vote  for  labor  issues  and 
have  100  percent,  80  percent,  or  90  percent  labor  voting  records  are 

f>erhaps  not  taking  the  correct  position  because  there  has  been  a 
ot  of  confusion  that  if  you  are  against  NAFTA,  you  are  against  the 
Mexican  Grovernment  or  the  Mexicans  in  this  case. 

I  am  of  Mexican  decent.  I  am  a  second  generation  American.  My 
father  was  first  bom.  My  grandfather  was  from  Mexico.  I  have  a 
cultural  and  heritage  bind  with  my  brothers  and  sisters  in  Mexico, 
but  I  also  have  seen  the  effects  of  the  maquiladoras  and  how  they 
operate  and  the  abuse  of  the  Mexican  workers. 

There  has  to  be  protection  and  there  has  to  be  a  level  playing 
field  that  we  start  from,  that  we  are  not  at  a  disadvantage.  And, 
I  think  that  is  where  we  are  now.  When  we  lose  jobs  here  in  the 
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United  States  at  $8  an  hour,  those  jobs  are  not  paid  at  $8  an  hour 
in  Mexico,  and  the  working  conditions  are  not  as  good. 

So  some  people  who  may  be  in  favor  of  the  NAFTA  agreement 
think  that  they  need  to  vote  that  way  simply  because  to  do  other- 
wise would  be  anti-Mexican,  and  that  should  not  be  the  case.  The 
case  here  is  what  are  we  going  to  lose,  not  just  in  private  sector, 
but  public  sector  jobs. 

NAFTA  requires  the  Federal  Government  to  ensure  that  all  nec- 
essary measures  are  taken  to  enforce  the  rules  of  the  agreement  on 
State  and  local  governments.  Furthermore,  because  NAFTA  sets 
out  a  process  to  permanently  expand  its  coverage,  a  process  which 
will  taSce  place  without  public  review,  additional  areas  of  State  and 
local  responsibility  will  be  continually  at  risk  of  preemption. 

While  acknowledging  that  others  may  have  differing  interpreta- 
tion, let  me  alert  tnis  committee  to  a  few  of  the  dangers  that  lie 
ahead  for  the  public  sector. 

In  the  chapter  on  national  treatment,  in  procurement,  the  U.S. 
Government  must  give  goods  and  service  firms  in  all  three  coun- 
tries the  same  rights  and  privileges.  Furthermore,  there  is  no  re- 
quirement that  the  service  deliverer  establish  a  local  presence.  A 
service  provider  can  remain  outside  the  country  using  labor  also 
from  outside  the  country. 

For  example,  a  governmental  entity  in  the  United  States  could 
decide  to  contract  for  data  processing  services  with  a  company  in 
any  one  of  the  three  countries.  As  a  result,  work  that  an  AFSCME 
member  might  have  been  doing  for  years  could,  under  NAFTA,  be 
contracted  out  and  transmitted  electronically  to  a  private  sector 
worker  in  Mexico  who  is  paid  one-tenth  of  the  wages  of  the  former 
United  States  worker. 

NAFTA  will  make  it  difficult  for  the  public  sector  to  institute 
new  public  programs  or  institutions  by  first  requiring  it  to  consult 
with  its  trading  partners.  Then  if  the  new  program  infringes  on  an 
existing  private  entity  performing  the  same  function,  the  public  en- 
tity would  have  to  compensate  the  private  one  for  any  losses  it 
might  suffer. 

For  example,  if  the  Federal  Government  decided  to  institute  a 
national  child  care  program,  it  would  have  to  consult  with  its  trad- 
ing partners  and  then  compensate  existing  private  daycare  provid- 
ers who  would  lose  money  as  a  result.  NAFTA  encourages  public 
entities  to  contract  out  or  privatize  services  but  makes  it  very  dif- 
ficult to  move  that  service  back,  even  if  the  government  entity  de- 
cides it  was  better  or  more  economically  performed  by  public  em- 
ployees. 

Once  a  service  has  been  opened  up  to  tendering,  it  could  not  be 
brought  back  in-house  without  compensating  the  private  entity  for 
losses.  Failing  to  do  so  would  provide  a  challenge  as  an  unfair 
trade  practice. 

This  is  a  glaring  example  of  NAFTA's  bias  against  the  public  sec- 
tor. Having  public  employees  perform  public  work  could  be  cited  as 
an  unfair  trade  practice,  while  employing  12-year-old  girls  to  work 
in  a  maquiladora  in  violation  of  each  Nation's  child  labor  laws 
would  not  be  subject  to  a  trade  sanction. 

NAFTA  would  permit  governments  to  move  in  only  one  direction 
and  that  direction  is  to  go  private.  Government  procurement  laws 
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would  also  be  affected  by  NAFTA.  With  a  few  exceptions,  all  Fed- 
eral Government  purchases  for  goods  and  services  above  $50,000 
will  be  open  to  bids  from  any  North  American  company,  and  while 
the  government  procurement  chapter  applies  only  to  the  Federal 
Grovemment  at  the  present  time,  it  commits  the  parties  to  further 
negotiations  toward  the  substantial  liberalization  of  the  respective 
procurement  markets. 

NAFTA  states  that  these  negotiations  must  commence  no  later 
than  December  31,  1998,  following  consultations  with  State  govern- 
ments. Clearly,  the  intent  is  to  bring  State  and  local  governments 
into  conformity.  Governments  across  the  country  are  major  con- 
sumers of  goods  and  services  produced  in  their  communities  or 
States.  With  that  inability,  local  economies  will  suffer. 

Although  American  legislators  have  successfully  raised  the  issue 
of  having  NAFTA  protect  minority  set-aside  programs  from  the 
prohibition  of  Buy  American  laws,  this  may  be  a  hollow  victory. 
When  the  Federal  set-aside  laws  have  been  challenged,  it  has  been 
within  the  context  of  Buy  American  laws  that  place  minority  and 
white-owned  businesses  within  the  same  arena.  But  with  the 
NAFTA,  minority  firms  are  protected  from  international  competi- 
tion from  bids  while  white  firms  are  not. 

This  discrepancy  is  of  a  different  nature  and  may  allow  some 
white  firms  to  successfully  overturn  minority  set-asides.  A  careful 
reading  of  the  Supreme  Court  ruling  in  the  City  of  Richmond  v. 
Croson  Co.  suggests  that  proven  discrimination  in  this  new  context 
will  be  difficult. 

Finally,  NAFTA  is  likely  to  put  more  crack  cocaine  on  the  streets 
of  our  inner  cities.  NAFTA  proponent  Gary  Hufbauer  described  the 
likely  expansion  of  the  drug  trade  as  being  in  the  "too  hot  to  han- 
dle" category  and  therefore  not  addressed  by  the  NAFTA  nego- 
tiators. 

But  on  May  24,  the  New  York  Times  broke  a  story.  The  headline 
read,  "Free  Trade  Treaty  May  Widen  Traffic  In  Drugs,  U.S.  Says." 
A  U.S.  intelligence  report  warned  that  drug  traffickers  have  started 
buying  manufacturing,  trucking,  and  warehouse  businesses  as 
fronts  for  drug  shipments.  The  report  went  on  to  warn  that  border 
controls  are  likely  to  get  looser  with  the  increased  trade  flow. 

This  would  permit  more  drugs  to  come  into  the  United  States 
from  Mexico  than  come  across  at  the  present  time.  Sadly,  we  know 
that  most  of  these  drug  shipments  are  headed  for  our  inner  cities 
where  unemployment  is  high  and  opportunities  for  a  better  life  are 
few. 

Needless  to  say,  that  local  and  State  governments,  already  lack- 
ing adequate  resources  for  drug  treatment  programs  and  effective 
law  enforcement,  would  be  placed  under  tremendous  additional 
strains.  Any  increase  in  the  drug  trade  will  only  add  to  the  already 
enormous  human,  social,  and  economic  suffering  of  individuals  and 
communities. 

And,  a  NAFTA  defeat  will  not  mean  the  defeat  of  efforts  to  build 
closer  economic  ties  with  Mexico.  It  will,  however,  give  us  the  op- 
portunity to  develop  a  trade  agreement  which  ensures  that  the  ben- 
efits from  increased  trade  will  also  flow  to  the  workers  in  all  three 
countries. 
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For  the  public  sector,  restrictions  on  government's  regulatory 

Eowers  could  be  renegotiated  to  allow  governments  to  act  in  the 
est  interest  of  their  country,  even  if  that  meant  limiting  the  mo- 
bility of  corporations.  The  goal  of  a  continental  economic  develop- 
ment policy  must  be  to  raise  the  standard  of  living  for  the  majority 
of  people  in  the  United  States,  Canada,  and  Mexico,  not  lower 
them. 

NAFTA  is  a  massive  gamble  with  America's  economic  future.  If 
we  are  going  to  take  that  gamble,  the  odds  should  be  stacked  in 
favor  of,  not  against,  the  majority  of  the  people  who  live  and  work 
in  the  North  .Ajnerican  continent. 

This  NAFTA,  even  with  side  agreements,  will  not  meet  that  test. 
It  will  further  entrench  the  polarization  in  wages  and  living  stand- 
ards while  eroding  the  already  shrinking  role  of  government. 

I  will  be  happy  to  answer  any  questions  which  you  may  have. 

[The  prepared  statement  of  Ms.  Chavez-Thompson  follows:] 
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Good  morning  Mr.  Chairman  and  distinguished  members  of  the  Committee. 
My  name  is  Linda  Chavez-Thompson.  I  am  an  International  Vice-President  of  the 
American  Federation  of  State,  County  and  Municipal  Employees  (AFSCME).  I  am  also 
the  Executive  Director  of  AFSCME  Local  2399  representing  public  employees  in  San 
Antonio,  Texas. 

I  am  here  today  on  behalf  of  AFSCME  which  represents  1.3  million  members 
across  the  country.  I  am  accompanied  by  Marjorie  Allen,  AFSCME's  Legislative  Afiairs 
Specialist  for  NAFTA.  I  appreciate  the  opportunity  to  participate  in  this  hearing  on 
the  impact  of  Ae  proposed  North  American  Free  Trade  Agreement  (NAFTA)  on  the 
public  sector. 

Let  me  begin  by  stating  categorically  that  NAFTA  poses  as  great  a  threat  to  Ae 
public  sector  of  the  economy  as  it  does  to  the  private  sector.  While  we  have  heard 
a  great  deal  about  the  damaging  effects  of  NAFTA  on  private  sector  manu&icturing 
jobs  and  wages,  the  debate  has  ignored  the  inexorable  linkage  between  the  nation's 
public  and  private  economies.  The  economic  well-being  of  communities  and  people 
depends  on  good  jobs  in  both  the  private  and  public  sectors.  When  NAFTA  delivers 
its  deadly  one-two  punch  to  die  private  sector  economy,  you  can  be  sure  that  the 
public  sector  will  take  the  blow  as  well. 

While  it  might  initially  appear  that  public  sector  employees  are  somewhat 
insulated  from  die  dislocations  caused  by  freer  trade  and  investment  flows,  that  is 
certainly  not  the  case.  Just  as  businesses  depend  on  income  from  sales  in  order  to 
pay  wages  and  purchase  plants,  equipment  and  supplies,  governments  depend  on 
income  from  taxes  to  pay  die  wages  of  die  public  employees  who  teach  our  children, 
work  in  our  hospitals,  police  our  streets,  fight  our  fires,  pick  up  our  trash,  repair  our 
roads  and  bridges  -  in  short  ^^o  deliver  the  services  and  provide  for  the 
infrastructure  needs  of  our  people  and  our  communities. 

To  die  extent  that  NAFTA  affects  employment  and  wages  in  the  three  Nordi 
American  countries,  it  will  direcdy  affect  government  revenues.  First,  state  and  local 
governments  will  lose  tax  revenues  from  businesses  which  relocate  and  individuals 
vi^o  become  jobless.  In  diose  regions  diat  suffer  the  most  severe  loss  of  jobs,  the 
corresponding  loss  of  revenues  from  corporate,  personal,  sales  and  property  taxes 
will  be  substantial. 

Second,  NAFTA  will  exacerbate  wage  competition  between  U.S.  and  Mexican 
workers.  Fear  of  job  flight  to  Mexico  will  depress  wages  across-the-board  in 
manuhicturing  and  will  undercut  wages  in  odier  sectors  of  the  economy.  Professor 
Ed  Leamer  of  the  University  of  California,  a  well-known  advocate  of  free  trade, 
concludes  from  his  research  that  one  effect  of  NAFTA  will  be  an  average  wage  loss  of 
11,000  per  worker  for  die  lower  70  percent  of  the  U.S.  labor  force.  Wage  losses  of 
this  magnitude  translate  into  lower  persona]  income  and  sales  tax  receipts. 

Third,  in  seeking  to  retain  jobs,  communities  are  often  compelled  to  compete 
with  each  other  in  offering  tax  abatements  and  exemptions  in  an  effort  to  keep 
businesses  from  relocating  and  to  attract  new  companies.  In  addition  to  tax  breaks, 
communities  sometimes  provide  other  sweeteners  such  as  constructing  new  roads  and 
sewers  for  a  single  corporate  user.  While  such  incentives  may  retain  jobs  —  although 
it  is  often  only  a  temporary  stay  —  they  place  an  additional  drain  on  the  tax  cofiiers. 
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The  issue  of  reparations  or  whether  firms  moving  production  could  be 
required  to  pay  a  portion  of  the  transition  costs  now  borne  by  the  individual  worker 
and  the  general  public  through  unemployment,  public  assistance,  job  training  and 
other  government  programs  is  gaining  attention. 

Sute  and  local  courts  are  also  being  asked  to  rule  on  whether  companies  who 
have  received  tax  abatements  can  be  required  to  remain  open  and  operational.  In  a 
recent  decision,  a  Michigan  judge  blocked  the  General  Motors  (G.M.)  Corporation 
from  closing  an  assembly  plant  in  Ypsilanti.  The  judge,  ruling  in  a  lawsuit  filed  by 
Ypsilanti  government  officials,  said  that  G.M.  must  keep  its  promise  to  keep  the  plant 
open  through  the  late  1990's  in  return  for  |250  million  worth  of  tax  abatements 
granted  by  the  township  in  1984  and  1988. 

NAFTA  will  reduce  the  revenues  of  governments  precisely  at  a  time  when  the 
demand  for  entidement  benefits  and  services  will  increase.  As  a  result  of  NAFTA, 
claims  for  unemployment  will  rise  and  additional  demands  for  job  retraining,  healA 
and  social  services,  and  in  some  instances  food  stamps  and  welfere,  will  be  placed 
on  a  public  sector  with  sharply  depleted  resources.  In  some  areas  of  the  country, 
most  especially  along  the  U.S.  -  Mexico  border,  there  will  also  be  huge  additional 
costs  for  environmental  pollution  cleanup,  housing  and  infrastructure  development. 

While  no  one  can  predict  with  absolute  certainty  how  many  jobs  will  be  lost  in 
the  United  States  if  NAFTA  is  ratified,  estimates  range  from  5,400  to  one  million.  The 
most  widely  circulated  pro-NAFTA  study  by  economists  Gary  Huflaauer  and  Jeffrey 
Schoot  actually  concludes  that  after  an  interim  job  gain,  there  will  be  a  net  loss  of 
5,400  jobs.  Estimates  of  job  loss  by  economists  who  are  not  NAFTA  supporters  have 
gone  as  high  as  one  million. 

The  predictions  made  for  job  growdi  by  NAFTA  proponents  are  based  on 
misunderstood,  fiuzy  and  unrealistic  assumptions.  In  order  to  reach  that  conclusion, 
they  have  to  assume  that  Mexico  will  enjoy  massive  increases  in  foreign  investment, 
but  that  the  investment  diverted  from  the  U.S.  (^n^ch  supplies  the  bulk  of  foreign 
investment  in  Mexico)  would  not  be  diverted  from  planned  investments  in  the  U.S. 
and  therefore  would  not  cost  any  U.S.  jobs.  When  held  to  scrutiny,  diat  assumption 
is  simply  not  credible.  Furthermore,  all  job  loss  estimates  have  focused  solely  on 
private  sector  job  loss  with  no  regard  for  the  inevitable  loss  of  public  sector  jobs  as 
a  result  of  declining  tax  revenues. 

Economists  who  have  taken  the  effect  of  investment  shifts  into  account, 
estimate  that  at  least  a  half  million  private  sector  jobs  will  be  lost  because  of  NAFTA. 
Using  this  more  realistic  estimate,  a  loss  of  500,000  private  sector  jobs  would 
produce  revenue  losses  to  federal,  state  and  local  governments  of  at  least  198  billion. 
The  federal  government  would  lose  59  percent  of  the  total  or  157.8,  billion  and  the 
states  and  local  governments  would  sustain  a  loss  of  140.2  billion. 

However,  even  estimated  losses  of  this  magnitude  are  low.  The  198  billion 
estimate  is  calculated  solely  on  the  basis  of  lower  personal  income  tax  revenues  as 
a  result  of  job  loss  and  wage  depression  and  higher  unemployment  costs.  It  does  not 
include  revenue  lost  from  other  sources  including  tariffs,  corporate,  business. 
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property  and  sales  taxes.  Also,  it  does  not  include  the  considerable  costs  associated 
widi  Increased  use  of  government  programs  other  than  unemployment  insurance. 

A  recent  report  indicated  that  the  potential  cost  of  NAFTA  to  the  federal 
budget  from  lost  tariff  revenue,  retraining  benefits  for  American  workers  unemployed 
as  result  of  new  competition  from  Mexican  factories,  and  improved  infrastructure 
could  add  up  to  another  $40  billion.  Congressional  pay-as-you-go  budget  rules 
require  that  such  revenue  losses  be  made  up.  The  New  York  Times  reported  that  a 
desperate  search  was  on  in  Washington  for  ways  other  than  federal  taxes  to  raise 
these  needed  funds  including  asking  state  and  local  governments  to  pay  for  as  much 
as  possible.  That,  Mr.  Chairman,  would  seem  like  a  cruel  joke  to  those  of  us  at  the 
local  and  state  level. 

Since  Fiscal  Year  (FY)  1991,  state  and  local  governments  have  faced  combined 
budget  deficits  of  over  1 130  billion,  with  the  end  for  many  not  yet  in  sight.  And, 
because  most  of  these  governments  are  required  to  have  balanced  operating  budgets, 
they  have  been  forced  to  eliminate  or  reduce  services,  freeze  payrolls,  lay  off  workers, 
and  raise  taxes,  fees  and  tuition  at  public  educational  institutions.  Lost  revenue  from 
NAFTA  would  set  off  another  round  of  tax  increases  and  spending  cuts  in  the  states 
and  localities. 

Furthermore,  a  loss  of  billions  of  dollars  which  would  otherwise  be  expected 
to  fiow  into  die  federal  treasury  would,  in  addition  to  swelling  tiie  federal  deficit, 
make  it  much  more  difficult  for  the  federal  government  to  increase  investments  in 
education,  job  training,  civilian  research  and  development  and  infr'astructure.  Such 
investments  are  vital  if  the  United  States  is  to  successfully  compete  against  Japan  and 
West  European  countries. 

Completely  ignored  in  any  estimate  of  revenue  losses  resulting  from  higher 
unemployment  and  lower  wages  is  a  discussion  of  the  social  costs  of  joblessness 
particularly  increases  in  illnesses 

and  crime.  In  a  recent  study,  "The  Effects  of  Diminished  Economic  Opportunities  on 
Social  Stress,"  economists  Mary  Merva  and  Richard  Fo^des  analyzed  data  from  1976 
to  1990  for  30  major  metropolitan  areas  with  a  combined  population  in  1990  of 
nearly  80  million  people.  The  report  disclosed  a  striking  statistical  relationship 
between  deteriorating  economic  opportunity  as  measured  by  higher  unemployment 
rates  and  the  incidence  of  heart  attacks,  strokes  and  crimes  against  persons  and 
property. 

A  one  percentage  point  rise  in  the  unemployment  rate  resulted  in  a: 
o  5.6  percent  increase  in  deaths  due  to  heart  attacks; 

o  3.1  percent  increase  in  deaths  due  to  stroke; 

o  6.7  percent  increase  in  homicides; 

o  3.4  percent  increase  in  violent  crimes;  and 

o  2.4  percent  increase  in  property  crimes. 

The  direct  cost  to  die  American  public  to  send  three  percent  of  those  arrested 
for  violent  crimes  and  property  crimes  to  prison  for  one  year  is  approximately  $45 
million.  The  additional  heart  attacks  and  strokes  add  significant  costs  to  the  nation's 
soaring  health  care  bill. 
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The  damaging  impact  of  NAFTA  will  not  affect  all  populations  within  the  U.S. 
workforce  equally.  From  existing  labor  force  data,  it  is  reasonable  to  predict  diat 
minority  workers  would  disproportionately  bear  the  negative  costs  in  at  least  two 
ways.  First,  minority  workers  are  more  likely  Aan  their  white  counterparts  to  be 
employed  in  nonmanagerial  positions  in  public  employment  and  in  those  industries 
which  are  most  likely  to  shift  production  to  Mexico.  Second,  once  jobless, 
unemployed  minority  workers  are  more  likely  to  experience  longer  periods  of 
unemployment  And  finally,  when  a  minority  worker  does  find  a  new  job,  it  is  more 
likely  to  pay  less  and  provide  fewer  benefits  than  the  previous  job  did. 

Deciphering  how  the  states  will  be  affected  by  NAFTA  is  like  reading  Egyptian 
hieroglyphics  before  the  Rosetta  Stone  was  discovered.  It  is  impossible  to  e^licidy 
describe  the  relation  of  state  law  to  NAFTA  because  the  NAFTA  clauses  diat  speak  to 
the  role  of  the  state  were  so  cautiously  -  or  ambiguously  -  drafted.  While  they  push 
strongly  in  die  direction  of  preemption,  they  don't  slam  the  door  completely  on  the 
state. 

Nevertheless,  it  is  clear  that  important  areas  within  state  jurisdiction  are 
fundamentally  affected  by  NAFTA,  NAFTA  requires  die  federal  government  to  "ensure 
that  all  necessary  measures"  are  taken  to  enforce  the  rules  of  the  agreement  on  state 
and  local  governments.  Although  there  appear  to  be  some  exemptions,  state  measures 
are  subject  to  the  most  significant  rules  regarding  investment,  trade  in  services, 
energy,  natural  resources,  procurement  policies,  and  financial  services.  Furthermore, 
because  NAFTA  sets  out  a  process  to  permanendy  expand  its  coverage  -  a  process 
which  will  take  place  without  public  review  —  additional  areas  of  state  and  local 
responsibility  will  be  continually  at  risk  of  preemption. 

A  Yale  Law  School  professor  recentiy  wrote  that  "it  is  certain  that  if  NAFTA  takes 
effect,  years  of  disputes  in  both  policy  and  litigation  arenas  will  ensue  over  the 
meaning  and  effect  of  clauses  such  as  "appropriate  levels  of  protection,"  "unnecessary 
obstacles,"  "disguised  restrictions  on  trade,"  "scientific  bases,"  "legitimate  objectives," 
"compatibility  of  standards,"  and  other  key  operative  terms  of  NAFTA's  standard 
setting  provisions."  If  there  is  one  thing  which  we  can  say  with  certainty  about 
NAFTA,    it  is  that  NAFTA  will  be  a  jobs  program  for  lawyers. 

While  acknowledging  that  others  may  have  different  interpretations,  let  me  alert 
the  Committee  to  a  few  of  the  dangers  that  lie  ahead  for  die  public  sector.  First,  it 
is  likely  that  NAFTA  will  limit  the  ability  of  the  public  sector  to  deliver  many 
traditional  services.  Many  public  services  under  NAFTA  are  treated  as  commodities 
subject  to. marketplace  competition.  For  the  first  time  in  a  trading  agreement,  NAFTA 
permits  trade  in  services.  In  the  chapter  on  national  treatment,  U.S.  governments 
must  give  service  firms  in  all  three  countries  the  same  rights  and  privileges. 
Furthermore,  there  is  no  requirement  that  die  service  deliverer  establish  a  local 
presence.  A  service  provider  can  remain  outside  die  country  using  labor  also  from 
outside  the  country. 

For  example,  a  governmental  entity  in  the  U.S.  could  decide  to  contract  out  for 
data  processing  services  widi  a  company  in  any  one  of  the  three  countries.  As  a 
result,  work  that  an  AFSCME  member  might  have  been  doing  for  years  could,  under 
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NAFTA,  be  contracted  out  and  transmitted  electronically  to  a  private  sector  worker  in 
Mexico  \«^o  is  paid  one-tenth  of  the  wages  of  the  former  U.S.  worker. 

NAFTA  will  make  it  difficult  for  the  public  sector  to  institute  new  public 
programs  or  institutions  by  first  requiring  it  to  consult  with  its  trading  partners. 
Then,  if  the  new  program  infringes  on  an  existing  private  entity  performing  the  same 
function,  the  public  entity  would  have  to  compensate  the  private  one  for  any  losses 
it  might  suffer.  For  example,  if  the  federal  government  decided  to  institute  a  national 
child  care  program,  it  would  have  to  consult  widi  its  trading  partners  and  then 
compensate  existing  private  day  care  providers  \<^o  would  lose  money  as  a  result 

NAFTA  encourages  public  entities  to  contract  out  or  privatize  services,  but 
makes  it  very  difficult  to  move  that  service  back  even  if  the  governmental  entity 
decides  tfiat  it  was  better  or  more  economically  performed  by  public  employees. 
Once  a  service  has  been  opened  up  to  tendering,  it  could  not  be  brought  back  in 
house  without  compensating  the  private  entity  for  losses.  Failing  to  do  so  would 
invite  a  challenge  as  an  unfair  trade  practice.  This  is  a  glaring  example  of  NAFTA's 
bias  against  the  public  sector.  Having  public  employees  perform  public  work  could 
be  cited  as  an  unfair  trade  practice,  while  employing  12-year-old  girls  to  work  in  a 
maquila  in  violation  of  each  nation's  child  labor  laws  would  not  be  subject  to  a  trade 
sanction.  NAFTA  would  permit  governments  to 
move  in  only  one  direction  -  and  that  direction  is  to  "go  private." 

NAFTA  circumscribes  the  role  of  government  in  directing  or  regulating 
investment.  In  the  investment  chapter,  for  example,  NAFTA  prohibits  governments 
from  conditioning  investment  on  various  criteria.  Governments  may  not  require 
foreign  investors  to  transfer  technology,  hire  domestic  scientists  or  managers,  or 
purchase  domestic  inputs.  These  new  rules  would  not  only  apply  to  North  American 
investors,  but  also  to  outside  investors.  So,  for  example,  the  U.S.  would  lose  the  right 
to  require  Japanese  auto  companies  to  purchase  a  set  percentage  of  domestic  auto 
parts.  This  may  benefit  companies  by  fi-eeing  them  firom  national  rules,  but  it 
undermines  tlie  power  of  elected  governments  and  adds  workers  to  ihe  rolls  of  die 
jobless. 

There  is  still  another  area  of  concern  regarding  NAFTA's  prohibition  on  the 
imposition  of  investment  performance  criteria.  Truly  successful  policies  for 
Enterprise  Zones  may  require  some  type  of  investment  performance  criteria  such  as 
local  purchasing,  local  hiring,  utilization  of  local  research  and  development  es^ertise 
or  production  expenditure  requirements.  While  the  U.S.  has  reserved  some  rights  in 
the  government  purchasing  chapter  of  NAFTA  to  protect  depressed  areas  and 
minorities,  it  is  only  certain  that  local  hiring  would  definitely  be  permissible. 

In  the  area  regulating  foreign  investment,  the  United  States  appears  to  have 
ceded  more  than  her  northern  and  southern  neighbors.  In  some  circumstances 
NAFTA  allows  Mexico  and  Canada  to  regulate  large  amounts  of  foreign  investment  in 
their  national  interest  v^iile  prohibiting  similar  actions  on  tbe  part  of  die  United 
States. 

Government  procurement  laws  would  also  be  affected  by  NAFTA.  With  a  few 
exceptions,  all  federal  government  purchases  for  goods  and  services  above  150,000 
will  be  open  to  bids  fi-om  any  Nordi  American  company.  And,  vdiile  die  Government 
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Procurement  chapter  applies  only  to  the  federal  government  at  die  present  time,  it 
commits  the  parties  to  further  negotiations  "towards  the  substantial  liberalization  of 
their  respective  procurement  markets."  NAFTA  states  that  these  negotiations  must 
commence  no  later  than  December  31,  1998,  "following  consultations  with  sttte 
governments."  Clearly,  the  intent  is  to  bring  state  and  local  governments  into 
conformity.  Governments  across  the  country  are  major  consumers  of  goods  and 
services  produced  in  their  communities  or  states.  Without  this  ability,  local 
economies  will  su£Fer. 

Aldiough  American  legislators  have  successfully  raised  the  issue  of  having 
NAFTA  protect  minority  set-aside  (Programs  from  the  prohibition  of  "Buy  American" 
laws,  this  may  be  a  pyrrhic  victory.  When  Ae  federal  set-aside  laws  have  been 
challenged,  it  has  been  within  die  context  of  "Buy  American"  laws  that  placed  minority 
and  white  owned  businesses  within  the  same  arena.  But,  with  the  NAFTA  minority 
firms  are  protected  fi-om  international  competition  for  bids,  while  white  firms  are  not 
This  discrepancy  is  of  a  different  nature,  and  may  allow  some  white  firm  to 
successfully  overturn  minority  set-asides.  A  careful  reading  of  the  Supreme  Court 
ruling  in  the  City  of  Richmond  vs.  The  Croson  Company  suggests  that  proving 
discrimination  in  this  new  context  will  be  difficult. 

Finally,  NAFTA  is  likely  to  put  more  crack  cocaine  on  the  streets  of  our  inner 
cities.  NAFTA  proponent  Gary  Hufbauer  described  the  likely  expansion  of  the  drug 
trade  as  being  "in  the  too  hot  to  handle  categor]^"  and  tiierefore  not  addressed  by  the 
NAFTA  negotiators.  But,  on  May  24,  the  New  York  Times  broke  a  story  headUned 
"Free  Trade  Treaty  May  Widen  Traffic  in  Drugs,  U.S.  Says."  A  U.S.  intelligence  report 
warned  tiiat  drug  traffickers  had  started  buying  manufacturing,  trucking  and 
warehouse  businesses  as  fronts  for  drug  shipments.  The  report  went  on  to  warn  that 
border  controls  are  likely  to  get  looser  witii  the  increased  trade  flow.  This  would 
permit  more  drugs  to  come  into  the  U.S.  from  Mexico  than  come  across  at  the 
present  time. 

Sadly,  we  know^  that  most  of  these  drug  shipments  are  headed  for  our  inner 
cities  'w^ere  unemployment  is  high  and  opportunities  for  a  better  life  are  few. 
Needless  to  say  that  local  and  state  government,  already  lacking  adequate  resources 
for  drug  treatment  prop'ams  and  effective  law  enforcement,  would  be  placed  under 
tremendous  additional  strains.  Any  increase  in  the  drug  trade  will  only  add  to  the 
already  enormous  human,  social  and  economic  suffering  of  individuals  and 
communities. 

A  NAFTA  defeat  will  not  mean  the  defeat  of  efforts  to  build  closer  economic  ties 
with  Mexico.  It  will,  however,  give  us  the  opportunity  to  develop  a  trade  agreement 
which  insures  that  the  benefits  fi-om  increased  trade  will  also  flow  to  the  workers  in 
all  tiiree  countries.  For  die  public  sector,  restrictions  on  governments'  regulatory 
powers  could  be  renegotiated  to  allow  govenmients  to  act  in  die  best  interests  of  their 
country,  even  if  that  meant  limiting  the  mobility  of  corporations.  The  goal  of  a 
continental  economic  development  policy  must  be  to  raise  the  standard  of  living  for 
the  majority  of  people  in  the  United  States,  Canada  and  Mexico,  not  lower  them. 

The  European  Community  (EC)  spent  20  years  preparing  for  the  common 
market  agreement.   During  that  time,  Spain,  Portugal  and  Greece  were  told  diat  diey 
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had  to  achieve  democratic  reforms  before  their  applications  for  membership  would 
be  considered.  The  EC  agreement  includes  a  social  contract  which  lays  out  a  set  of 
enforceable  rules  to  protect  workers,  the  environment  and  agriculture.  The  present 
NAFTA,  even  with  the  draft  side  agreements  which  have  recently  been  made  public, 
does  not  provide  similar  levels  of  benefits  or  enforcement  mechanisms. 

NAFTA  is  a  massive  gamble  with  America's  economic  future.  If  we  are  going  to 
take  that  gamble,  the  odds  should  be  stacked  in  favor  of,  not  against,  the  majority  of 
the  people  who  live  and  work  in  the  North  American  continent.  This  NAFTA,  even 
with  side  agreements,  will  not  meet  that  test.  It  will  further  entrench  the  polarization 
in  wages  and  living  standards,  while  eroding  the  already  shrinking  role  of 
government. 


I  will  be  happy  to  answer  any  questions  ^«4iich  die  Committee  may  have.  Thank 


you. 
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Mr.  CONYERS.  Well,  I  want  to  thank  you  for  a  penetrating  state- 
ment and  a  clear  analysis,  and  I  am  very  delighted  that  you  and 
your  union  have  been  giving  this  matter  as  much  thought  as  is  re- 
flected in  your  comments  here  this  afternoon. 

I  am  very  pleased  now  to  invite  the  secretary-treasurer  of  the 
National  Union  of  Public  and  General  Employees  from  Ottawa, 
ON,  to  join  us  in  this  discussion,  and  we  have  a  document  that  has 
been  produced  for  this  hearing  and  it  is  very  impressive. 

We  are  delighted  to  have  you,  Mr.  Larry  Brown.  Join  us  at  this 
discussion. 

STATEMENT  OF  LARRY  BROWN,  NATIONAL  SECRETARY- 
TREASURER,  NATIONAL  UNION  OF  PUBLIC  AND  GENERAL 
EMPLOYEES,  CANADA 

Mr.  Brown.  Thank  you,  sir.  It  is  a  pleasure  to  be  here  and  have 
a  chance  to  put  forward  our  point  of  view  on  this  very  important 
question.  As  I  was  listening  this  morning,  I  was  reminded  of  a  say- 
ing by  one  of  your  more  famous  philosophers,  Casey  Stengel,  who 
said  at  one  point  it  was  deja  vu  all  over  again.  As  I  was  listening 
to  your  official  witness  this  morning,  I  did  have  the  unpleasant 
sense  that  I  had  been  in  this  movie  before. 

We  sat  through  the  free  trade  debate  in  Canada,  and  whenever 
predictions  were  made  about  negative  consequences  of  the  original 
free  trade  agreement,  we  got  the  same  sort  of  answers  that  you 
were  getting  this  morning  quite  frankly,  a  pat  on  the  head  and  the, 
"It  is  all  going  to  be  all  right." 

It  turned  out  it  wasn't  all  right,  and  perhaps  what  I  can  bring 
to  this  hearing  is  our  sense  of  how  damaging  the  original  trade 
agreement  was  to  us  and  some  warning  about  how  damaging  the 
North  American  Free  Trade  Agreement  could  be  to  you. 

We  were  not  wrong  in  all  of  our  dire  predictions  and  this  is  one 
of  the  less  pleasant  times  when  we  are  able  to  say  we  told  you  so. 
It  would  be  much  more  comforting  to  have  been  wrong.  In  fact, 
where  we  were  wrong,  it  was  in  underestimating  the  damage  that 
would  be  caused  by  the  original  free  trade  agreement. 

We  predicted  job  loss,  predicted  plant  relocations,  we  predicted 
that  industries  would  be  harmed  in  Canada,  we  predicted  that  our 
social  standards  would  be  lowered.  All  of  those  have  come  to  pass. 

The  original  free  trade  agreement  has  been,  in  our  estimation, 
nothing  short  of  a  disaster  for  Canadian  workers.  And  let  me  men- 
tion that  it  has  not  been,  to  our  knowledge,  of  particular  advantage 
to  American  workers.  It  hasn't  worked  that  way,  that  there  has 
been  some  loss  to  Canadian  workers  equal  to  a  gain  to  American 
ones. 

By  all  the  information  we  have,  it  has  been  a  net  loss  for  both 
because  of  economies  of  scale,  and  the  dangers  of  moving  into  Mex- 
ico have  more  than  compensated  for  whatever  benefits  you  might 
have  gotten  for  your  work  force. 

The  most  significant  affect  of  the  original  free  trade  agreement 
was  on  the  tax  revenues  of  our  government.  I  want  to  zero  in  on 
that  point  now  because  there  are  a  number  of  other  considerations 
that  arise  for  the  public  sector  out  of  NAFTA,  which  I  am  sure  your 
committee  will  hear  about  and  have  already  heard  about  in  other 
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briefs.  But  let  me  tell  you  about  our  experience  in  Canada  with  the 
effect  on  tax  revenues  of  the  original  trade  agreement. 

Our  Federal  Government  runs  an  agency  called  Statistics  Can- 
ada which  is  world  renowned  as  being  a  reputable,  qualified  gath- 
erer of  information.  They  tell  us,  since  the  free  trade  agreement 
was  put  into  place,  408,000  manufacturing  jobs  have  been  lost  in 
our  country.  They  aren't  able  to  say  specifically  that  every  single 
one  of  those  is  the  direct  result  of  the  free  trade  agreement.  But 
at  some  point,  one's  credibility  has  to  be  stretched  if  you  say  "free 
trade  came  in,  we  lost  408,000  jobs  and  there  is  no  connection." 

One  of  the  arguments  that  we  do  get  in  counter  to  that  is  it  was 
all  the  fault  of  the  recession.  That  is  simply  not  true  and  it  is  de- 
monstrably not  true.  In  the  last  several  recessions  Canada  has 
gone  through,  we  have  lost  a  minimum  number  of  jobs  on  a  perma- 
nent basis  with  plant  closures.  This  time  around,  65  percent  of  the 
jobs  that  have  been  lost  in  Canada  have  been  permanent  jobs  lost, 
not  temporary  closures,  not  temporary  layoffs,  but  permanent 
plants  closing  up,  moving  into  the  United  States  or  into  Mexico. 

Now,  what  that  has  resulted  in,  of  course,  is  a  loss  of  government 
revenue.  And  in  our  written  submission,  we  painstakingly  draw  the 
connection,  but  I  am  sure  it  is  obvious  enough  that  I  can  skip  to 
the  next  point  which  is  to  try  and  quantify  that. 

In  order  to  quantify  that,  we  took  the  figures  from  one  of  our 
more  right-wing  organizations  in  Canada,  a  group  called  the  Fraser 
Institute,  on  which  we  share  no  common  beliefs  whatsoever.  So  we 
decided  that,  therefore,  borrowing  one  of  their  figures  might  be  a 
way  of  making  our  point,  and  by  applying  their  average  level  of 
taxation  of  all  types  to  the  number  of  jobs  that  have  been  lost  in 
Canada,  we  have  come  up  with  a  figure  of  $5.7  billion  per  year  that 
has  been  lost  to  our  governments. 

We  have  been  told  by  economists  that  there  is  a  10  times  factor, 
that  if  there  is  something  that  happens  in  Canada,  to  get  the 
equivalent  in  the  United  States  you  have  got  to  multiply  it  by  10. 
Well,  if  I  multiply  $5.7  billion  by  10,  I  get  a  pretty  phenomenal  fig- 
ure. The  $2.9  billion  of  the  $5.7  billion  is  Federal  loss  of  revenue, 
$2.2  billion  is  provincial  loss  of  revenue,  and  another  $6.4  million 
is  municipal,  regional  loss  of  revenue. 

On  top  of  that,  on  top  of  that  direct  loss  of  revenue  that  has  got 
to  be  directly  attributable  to  the  free  trade  agreement,  because 
those  408,000  jobs  went  somewhere  as  a  result  of  something,  we 
have  also  seen  a  corresponding  increase  in  cost  to  government. 

Obviously,  short  of  letting  people  starve  in  the  street,  if  you  have 
got  people  unemployed  and  without  the  possibility  of  gainful  em- 
ployment, there  is  an  increase  in  social  service  costs.  We  have 
quantified  that  in  the  $10  to  $11  billion  per  year  range.  So  we  have 
had  a  decrease  in  government  revenues  of  almost  $6  billion  per 
year,  an  increase  in  government  costs  of  about  $10  to  $11  billion 
per  year  as  a  result  of  the  original  fi-ee  trade  agreement. 

There  is  a  related  issue  which  we  haven't  been  able  to  quantify 
yet,  that  is,  those  plants  that  closed  down  themselves  paid  into 
government  revenues.  They  paid  property  taxes,  they  bought  hydro 
from  our  public  utilities,  they  bought  water  from  our  public  utili- 
ties. All  of  that  is  lost  as  well.  We  can  tell  you  that  there  is  another 
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figure  on  top  of  what  we  have  quantified.  We  can't  tell  you  what 
it  is. 

And  finally,  in  terms  of  government  revenue,  there  is  a  figure 
which  one  of  our  economic  agencies  in  Canada  says  is  about  $2  bil- 
lion a  year  in  foregone  revenues  from  tariffs.  You  start  to  add  all 
of  that  up,  for  a  country  our  size,  that  is  a  relatively  significant  fig- 
ure and  it  is  huge. 

The  second  major  impact  that  we  predicted  as  a  result  of  the 
trade  agreement  is  that  there  would  be  pressure  to  bring  our  social 
standards  down  to  a  level  playing  field  that  was  unlikely  to  come 
up  to  our  standards.  It  was  more  likely  to  go  down  to  a  lower  one. 

One  of  your  witnesses  this  morning,  with  respect  to  him,  is  not 
here  anymore,  sort  of  pooh-poohed  that  idea  and  said  it  is  more 
likely  standards  would  come  up.  Our  experience  is  they  don't  go  up. 
They  go  down. 

We  had  an  unemployment  system  which,  prior  to  the  trade 
agreement,  was  substantially  better  than  it  is  now.  We  haven't 
been  able  to  find  the  smoking  gun  that  provides  the  direct  linear 
connection  between  those  two.  But  if  we  presented  our  evidence  in 
a  court  of  law,  the  court  of  law  would  be  tempted  to  ag^ee  with  us 
that  circumstantial  evidence  is  that  the  free  trade  agreement 
forced  our  government  to  reduce  those  standards. 

We  have  got  less  money  paid  out  to  our  recipients.  We  have  got — 
the  Federal  Government  has  bowed  out  of  funding  the  unemploy- 
ment insurance  system,  which  is  now  paid  for  entirely  by  workers 
and  employers.  We  have  got  voluntary  quits,  whatever  that  means 
in  today's  economic  climate,  that  don't  get  covered  by  unemploy- 
ment insurance.  They  used  to. 

We  have  got  people  fired  for  cause,  again,  whatever  that  means. 
That  used  to  get  covered  by  unemployment  insurance  by  the  Fed- 
eral Government  that  doesn't  get  covered  anymore,  all  of  which 
brings  our  system  much  more  in  line  with  yours.  I  don't  mean  any 
disrespect  to  your  system,  but  we  would  choose  the  one  that  we 
had  in  the  first  place  and  we  would  rather  have  kept  it. 

Instead  of  us  being  able  to  improve  and  build  on  our  already  ex- 
isting system,  in  the  face  of  an  official  figure  of  11.6  percent  unem- 
ployment, that  is  the  official  figure,  the  real  figure  is  about  18  per- 
cent unemployment,  our  unemployment  insurance  standards  are 
going  down,  not  up. 

Now,  it  seems  to  us  that  there  is  something  kind  of  contrary  in 
that.  There  are  three  reasons  for  that,  interrelated  reasons.  One  is 
the  declining  government  revenues  we  have  already  talked  about. 
The  second  reason  is  the  increase  in  the  drawdown  on  unemploy- 
ment insurance  because  of  the  increased  number  of  people  unem- 
ployed. And  the  third  is  the  level  playing  field  argument  which  we 
have  already  pointed  to. 

Those  are  the  experiences  that  we  have  already  had  under  the 
original  trade  agreement.  The  NAFTA  is  going  to  make  a  signifi- 
cant difference  in  all  of  the  already  existing  impacts.  First  of  all, 
it  defies  behef  that  all  three  countries  are  going  to  see  a  job  in- 
crease as  a  result  of  one  trade  agreement.  That  one  is  really — I 
have  listened  to  economists  explain  that  one  to  me  and,  with  all 
due  respect  to  the  profession,  I  still  don't  get  it.  How  are  all  three 
coimtries  that  have  an  unemployment  proolem  suddenly  going  to 
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have  their  unemployment  problem  lessened  as  a  result  of  them  get- 
ting together?  That  is  puzzling.  I  have  never  heard  a  satisfactory 
answer  to  that. 

I  think  the  more  likely  factor  is,  we  are  going  to  see  our  unem- 
ployment go  up,  not  down,  and  we  are  going  to  see  more  pressure 
to  go  to  the  lowest  common  denominator.  That  isn't  labor  move- 
ment paranoia;  it  is  based  on  our  experience  and  it  is  also  based 
on  some  statements  in  our  brief. 

The  Wall  Street  Journal  surveyed  U.S.  firms  and  they  said  a 
quarter  of  them  only  admitted  they  are  going  to  use  NAFTA  to 
drive  wages  down.  A  quarter  of  them  only  admitted  it.  The  others 
presumably  were  less  open. 

Mr.  CoNYERS.  Who  did? 

Mr.  Brown.  The  Wall  Street  Journal  did  a  survey  of  U.S.  senior 
executives.  In  that  survey,  they  said  they  expected  to  drive  wages 
down  as  a  result  of  NAFTA.  Now,  the  March  1993  report  by  the 
Americas  Society  said  that  one  of  the  things  that  was  working 
against  Canada  as  a  location  for  investment  was  a  pessimism 
about  Canada's  climate  for  busiriess,  which  tends  to  make  you 
think  that  you  are  going  to  have  a  climate  for  business  that  you 
choose  under  a  trade  agreement. 

I  want  to  draw  your  attention  to  what  one  of  our  official  govern- 
ment spokespeople  said,  Quebec's  delegate  general.  His  statement 
was  very  clear.  He  said,  "From  now  on  when  we  examine  such  fun- 
damental social  issues  as  the  benefits  and  costs  of  our  educational 
system,  workers'  compensation,  our  health  care  system  and  our  tax 
structure,  we  had  better  see  that  they  are  comparable  with  those 
in  North  Carolina  or  accept  the  consequences  in  terms  of  lost  job 
opportunities  for  Quebec  workers." 

"This  is  an  official  government  statement  about  how  they  inter- 
pret the  result  of  the  first  trade  agreement.  This  isn't  our  view.  We 
are  iust  borrowing  their  own  words  on  it. 

The  trade  agreement,  so-called,  is  probably  a  misnomer.  It  is 
about  sovereignty.  What  it  does  is  limit  the  right  of  governments 
to  govern.  Again,  I  want  to  quote  two  or  three  examples  that  prove 
that  point.  First  of  all,  your  David  Rockefeller,  and  I  mean  your  in 
a  more  sort  of  general  sense,  said  that  "persistent  patterns  of 
thought  and  behavior  are  going  to  require  modification  now  that 
NAFTA  is  being  put  into  place." 

One  of  our  proponents  of  the  trade  deal  that  talked  about  this 
being  a  matter  of  pooling  or  sharing  our  sovereignty  said  this:  In 
a  world  where  national  boundaries  are  increasingly  irrelevant, 
NAFTA  critics  adhere  to  outmoded  concepts  of  economic  national- 
ism and  political  sovereignty. 

So  political  sovereignty  is  an  outmoded  concept  according  to  the 
proponents  of  the  trade  agreements. 

Our  Fraser  Institute  I  have  already  referred  to.  Its  head,  Michael 
Walker,  says,  "A  trade  deal  simply  limits  the  extent  to  which  the 
U.S.  or  other  signatory  governments  may  respond  to  pressure  from 
their  citizens."  That  is  a  comforting  thought.  We  have  got  a  trade 
agreement  that  is  going  to  limit  your  responsibility  in  response  to 
your  citizens. 

I  guess  when  you  go  back  for  reelection,  as  you  were  referring 
to  a  couple  times  this  morning,  you  can  tell  your  constituents 
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that — ^that  you  no  longer  have  the  right  to  represent  them  because 
it  has  been  signed  away  in  a  trade  agreement.  I  am  sure  they  will 
be  as  impressed  as  our  citizens  are. 

Coverage  of  NAFTA.  You  have  had  several  comments  made  this 
morning  that  suggest  that  people  can  read  the  same  agreement 
and  draw  different  conclusions  from  it.  NAFTA,  specifically  and  ex- 
plicitly, does  not  only  limit  national  governments;  it  explicitly  ex- 
tends its  coverage  to  areas  of  State;  or,  in  our  case,  provincial  juris- 
diction. 

On  the  face  of  the  agreement  it  actually  says  that  it  is  doing 
that.  I  am  not  entirely  clear  how  several  of  your  witnesses  were 
able  to  draw  the  conclusion  this  morning  that  it  doesn't.  Because 
on  the  face  of  the  record,  that  is  what  it  does.  It  says  that  the  very 
first  chapter  requires  Federal  Grovernments  to  enforce  the  terms  of 
the  treaty  on  provincial  and  State  governments.  That  is  what  the 
agreement  says,  not  our  view  of  it. 

There  is  clear  understanding  that  State,  and  provincial — in  our 
case,  governments  are  being  swept  into  the  North  American  Free 
Trade  Agreement  with  no  direct  access  to  the  decisionmaking  proc- 
esses under  it. 

The  Federal  Grovernment  retains  the  jurisdiction  to  be  part  of  the 
decisionmaking  process,  but  State  laws  in  your  case,  provincial 
laws  in  our  case,  are  being  covered  by  it.  In  fact,  we  have  got  a 
couple  of  our  provinces  that  have  publicly  suggested  that  they  don't 
accept  the  right  of  our  Federal  Government  to  engage  them  in  a 
trade  agreement  internationally.  The  agreement  is  going  to  sub- 
stantially alter  their  rights  to  govern  within  their  jurisdictions. 

It  appears  to  us  that  our  Federal  Government  didn't  only  surren- 
der its  own  jurisdiction,  but  also  jurisdictions  they  have  no  right 
to  surrender. 

Let  me  try  and  be  a  little  bit  briefer.  I  tend  to  want  to  go  on  on 
this  subject,  because  it  is  near  and  dear  to  our  hearts  in  Canada, 
but  let  me  just  say  that  the  whole  way  that  the  trade  agreement, 
so-called,  treats  public  services  as  anomalies.  They  are  things  to  be 
temporarily  tolerated.  They  are  a  nuisance,  they  are  nonconform- 
ing. 

They  are  called  nonconforming  under  the  language  of  the  agree- 
ment. The  whole  approach  to  public  service  is  to  say  that  if  you 
manage  to  list  all  of  them,  which  is  an  interesting  trick,  I  don't 
know  how  many  public  services  you  are  going  to  be  able  to  find  in 
your  States. 

We  have  only  got  10  provinces.  It  is  an  intriguing  trick  to  find 
every  one  of  them  and  list  them.  If  you  forget  them,  it  is  not  cov- 
ered and  you  only  get  one  shot  at  it. 

You  can  list  everything  you  want  protected  and  if  you  miss  any, 
in  all  of  the  areas  of  jurisdiction,  any  of  those  services  are  missed, 
they  are  swept  away  because  they  aren't  protected.  When  they  are 
protected,  it  is  on  a  temporary  basis. 

The  governments  have  agreed  that  they  are  going  to  renegotiate 
this  thing  to  do  away  with  more  of  these  nonconformities,  these 
oddities  called  public  services.  They  are  going  to  bring  them  more 
in  line  with  the  trade  agreements  as  they  go  along.  So  public  serv- 
ices are  treated  as  something  that  you  would  rather  not  have.  But 
you  have  to  temporarily  accommodate  them,  and  you  are  going  to 
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be  moving  more  and  more  to  limiting  and  containing  the  public 
services  that  are  in  place. 

The  only  direction  for  public  services  will  be  contraction,  not  ex- 
pansion. We  have  already  seen  the  effect  of  that.  We  had  a  govern- 
ment in  Canada  under  the  original  trade  agreement  that  had 
promised — was  elected  on  one  of  its  platforms  to  bring  in  public 
automobile  insurance.  This  is  Ontario,  with  about  16  million  peo- 
ple. 

In  that  province,  they  decided  after  having  campaigned  on  that 
issue  for  about  15  years,  not  to  bring  it  in.  And  one  of  the  reasons 
for  that  was  under  the  trade  agreement,  an  American  company  was 
already  preparing  a  claim  for  $1  billion  in  compensation  for  the 
loss  of  access  to  a  public  market. 

Under  the  NAFTA,  that  provision  is  extended  to  the  point  that 
now  individual  companies  are  going  to  be  able  to  make  claims 
against  the  government  if  it  brings  in  a  new  public  service  that 
interferes  wiui  their  right. 

If  I  was  an  American  legislator,  I  would  be  quite  curious  about 
how  this  is  going  to  affect  the  new — the  concept  of  health  care  that 
is  being  talked  about.  I  am  fairly  far  away  and  I  understand  it  is 
being  talked  about  quite  actively.  So  you  have  got  a  provision 
under  NAFTA  that  says  you  can't  have  new  public  services  without 
consulting  with  us,  consulting  with  Mexico,  and  paying  any  com- 
pany that  could  ever  lose  money  under  the  deal;  right?  So  you  have 
got  that  on  the  one  hand. 

On  the  other  hand,  you  are  talking  here  about  expanding  a  huge 
new  area  of  public  service.  That  is  one  that,  if  I  was  in  your  posi- 
tion, I  would  be  quite  curious  about,  because  they  are  in  contradic- 
tion. 

Let  me  deal  briefly  with  procurement  and  then  try  and  discipline 
my  time  here.  Procurement  is  explicitly  covered  under  the  trade 
agreement.  No  question  about  that.  It  says  that  Crown  corpora- 
tions, in  our  case,  which  are  huge  entities — and  one  of  your  wit- 
nesses listed  several  of  them  that  you  now  have  access  to,  like  the 
Post  Office,  Canada  has  a  number  of  them.  Crown  corporations  or 
Crown  agencies  all  are  governed  by  the  procurement  rules,  and 
that  means  that  you  have  to  treat  companies  from  other  countries 
as  national  citizens. 

You  can't  have  rules  to  exclude  them,  goods  and  services.  It 
means  you  can't  require  them  to  leave  anything  when  they  come 
in  and  make  their  profit.  They  can't  be  required  to  even  set  up  an 
office,  let  alone  anything  else. 

So  you  don't  even  get  the  rent  money  from  them,  and  one — I 
guess  two  of  your  witnesses  this  morning  suggested  that  that  is  all 
a  benefit  to  the  United  States.  Well,  those  are  double-edged  swords, 
Mr.  Chairman,  and  what  happens  with  that  is  that  our  companies 
now  have  an  absolute  right  to  come  in  and  bid  on  any  of  your  gov- 
ernment services,  goods  or  services,  and  so  do  Mexican  companies, 
and  you  can't  require  our  companies  anymore  to  set  up  so  much  as 
an  office. 

You  can't  require  them  to  have  a  post  office  box  here.  They  have 
to  be  treated  as  national  entities.  And  you  can't  make  any  require- 
ments of  them  whatsoever. 


93 

What  your  witnesses  this  morning  didn't  mention  is  that  while 
that  may  be  of  some  advantage  to  our  companies  bidding  on  our 
small  governments'  contracts,  it  is  a  double-edged  sword  and  you 
can't  make  those  requirements  of  our  companies  either. 

Two  final  points.  Professional  standards,  there  is  buried  in 
NAPTA  a  huge,  I  don't  know,  a  "sleeper  provision,"  we  called  it  in 
the  brief,  that  says  that  professional  standards  will  be  harmonized 
and  within  2  years  will  not  have  any  nationality  requirements  al- 
lowed in  our  professional  standards.  We  are  going  to  be  bringing 
all  of  our  standards  down — sorry — we  are  going  to  be  bringing  all 
of  our  stemdards  into  a  common  position. 

Your  history,  your  culture,  vour  experience  in  this  country  is  dif- 
ferent than  ours.  Professional  standards,  education,  health  care,  a 
number  of  areas  have  to  be  reflective  of  the  country  of  origin,  its 
history  and  its  whole  level  of  development.  What  the  NAFm  says 
is  that  for  our  teachers,  our  nurses,  our  doctors,  our  paraprofes- 
sionals,  all  of  the  people  that  have  professional  standards  are  going 
to  end  up  having  those  standards  harmonized. 

And  the  final  point  with  respect  to  health  care,  let  me  just  say 
that  we  are  not  in  this  area  either  simply  basing  our  opinion  on 
belief.  We  are  basing  it  on  experience.  We  nad  a  system  in  Canada 
that  said  that  after  10  years,  drug  companies  had  to  open  their 
patents,  that  they  could  no  longer  sell  their  patent  drugs  privately, 
that  generic  drug  manufacturers  could  manufacture,  pay  a  license 
fee  to  the  original  developer,  and  we  brought  drug  prices  down  by 
billions  of  dollars  a  year  as  a  result. 

As  a  direct  consequence  of  NAFTA  being  signed,  our  government 
was  forced,  they  say,  and  they  did  it,  so  we  assume  that  they  were 
right,  was  forced  to  extend  patent  protection  over  drug  companies 
that  the  Wall  Street  Journal  says  is  already  the  most  profitable  in- 
dustry in  North  America.  We  were  forced  to  extend  drug  patent 
protection  to  drug  companies  from  10  to  20  years  as  a  direct  result 
of  NAFTA.  All  of  their  arguments  about  retaining  sovereignty  are 
false,  and  all  of  our  arguments  about  the  impact  on  sovereignty  are 
true. 

The  cost  to  Canadians  is  going  to  be— one  of  your  research  orga- 
nizations estimated  it  at  $500  billion  over  the  course  of  the  next 
10  years.  It  is  a  staggering  amount  of  money.  I  don't  even  under- 
stand how  big  it  is,  just  huge  impacts  as  a  result  of  that  one 
change  alone. 

So  let  me  conclude  by  perhaps  making  what  I  have  been  saying 
a  tad  obvious,  we  are  not  in  favor  of  the  North  American  Free 
Trade  Agreement.  I  kept  that  for  a  surprise  at  the  end.  And  we 
don't  think  it  can  be  fixed.  We  think  that  the  whole  premise  of  the 
agreement  is  not  a  deal  between  countries;  it  is  a  deal  that  the 
country  signed  on  behalf  of  the  companies  that  exist  within  them, 
and  what  we  have  got  is  an  economic  constitution  for  companies  in 
North  America,  not  something  that  is  of  benefit  to  our  citizens. 

Thank  you  for  listening. 

[The  prepared  statement  of  Mr.  Brown  follows:] 
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I.        INTRODUCTION 

The  National  Union  of  Public  and  Gdneral  Employees  would  like  to  thank  the 
members  of  the  Legislation  and  National  Security  Sutxxjmmirtee  of  the  House 
Committee  on  Government  Operations  for  permitting  us  to  provide  them  with  our 
input  on  the  effect  of  the  North  American  Free  Trade  Agreement  (NAFTA)  on  the 
public  sector. 

Before  going  on,  let  us  tell  you  about  the  National  Union.  Founded  in  1976,  the 
National  Union  is  now  CanoKJa's  second  largest  union.  We  have  13  components, 
and  represent  308,0CX}  working  people  across  the  country.  Approximately  59  per 
cent  of  our  members  work  directly  for  Canada's  provincial  governments.  The 
National  Union's  members  also  work  in  a  variety  of  other  areas:  hospitals, 
schools,  con'ectional  institutions,  crown  corporations,  tourism  industry,  breweries, 
and  liquor  stores.  Our  membership  covers  a  broad  occupational  spectrum  from 
clerks  to  engineers,  from  nurses  to  janitors,  from  health  inspectors  to  heavy 
equipment  operators.  Our  members  are  women  and  men,  young  and  oW,  urban 
and  oiral.  representative  of  all  of  Canada's  ethnic  and  racial  groups. 

Our  views  about  NAFTA  are  based  on  our  unhappy  experiences  with  its 
predecessor,  the  Canada*U.S.  Free  Trade  Agreement  (the  FTA),  upon  whose 
principles  and  sections  NAFTA  woukJ  build.  Like  other  Canadiems,  the  Canadian 
labour  movement  is  now  in  a  position  to  judge  the  t>enefit$  of  the  FTA  on  the  basis 
of  performance,  rather  than  on  what  have  turned  out  to  be  empty  government  and 
corporate  promises  of  job  gains,  increased  investment,  and  other  economic 
benefits*. 

By  way  of  contrast,  it  is  worth  recalling  that  in  the  period  leadiog  up  to  the 
implementation  of  the  FTA,  Canada's  labour  movement  pointed  to  the  possibility 
of  large  job  losses  as  U.S.  and  Canadian  corporations  'restmctured"  by 
concentrating  their  pruduction  for  the  entire  North  American  market  in  relatively 
low-cost  U.S.  plants.  The  core  of  our  argument,  which  has  regrettably  since  been 
validated,  was  that  transnationais  operating  in  Canada  were  much  more  likely  to 
close  their  mainly  domestic  market  oriented  Canadian  branch  plants,  and  shift 
product  lines  to  tower-cost  factories  in  the  U.S.,  than  to  expand  the  Canadian 
operations  for  a  wider  market. 


The  tollowing  paraonphs  havo  bMO  edapM  from  iha  January  26. 1993  Sipipi§tlon\M 
tftgiinid^nLa»Wr(?<?rorWgntntN9f1hA"'WlCOTFfWTfiJtAflffyn^ 
Comfrtttet  on  mttmatlonal  Tnda  of  tht  Stantino  ConminM  on  Extarrwl  Affaifi  and 
intamattDnai  Trada.  pagaa  2  and  3. 
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Prior  to  the  implomentation  of  the  FTA,  Canada's  labour  movement  had  also 
warned  that  Canadian  companies  would  move  to  the  U.S.,  particularty  to  regions 
of  the  U.S.  where  there  was  no  minimal  wage,  no  health  and  safety  laws,  and 
where  unions  were  seriously  discouraged  through  deterrents  like  "right-to-wori^" 
laws.  We  had  also  suggested  that  as  an  alternative,  those  companies  would 
demand  the  same  conditions  they  would  get  in  those  states.  All  of  this  has  also 
happened. 

Even  more  importantly,  the  Canadian  labour  movement  argued  that  the  deal  would 
strip  us  of  the  levers  to  build  a  thriving  economic  base  in  Canada,  and  that  the 
FTA  would  lead  to  a  loss  of  our  productive  base  as  a  country.  This  too  has 
occun^ed. 

Indeed,  the  experiences  of  the  last  four  and  a  half  years  show  that  the  FTA  has 
been  nothing  short  of  a  disaster  for  Canadian  woriters.  Our  fear,  based  on  our 
experience  with  the  FTA,  is  that  if  NAFTA  is  implemented,  all  of  these  trends  will 
continue,  and  intensify. 

But  it  wouldn't  only  be  Canadian  woriters  and  Canadian  communities  that  would 
suffer.  This  time.  American  woriters  and  American  communities  would  suffer  as 
well. 

In  this  submission,  the  National  Union  will  be  documenting  two  of  the  ways  in 
which  this  would  occur.  In  Section  II,  we  will  be  dealing  with  the  effects  of  "free 
trade"  on  taxation  revenues,  and  the  financial  positions  of  governments  at  all 
levels.  To  our  knowledge,  this  is  the  first  time  anybody  has  estimated  the  financial 
impact  of  "free  trade"  agreements  on  such  indicators  as  government  debts  and 
deficits. 

In  Section  III,  we  will  then  go  on  to  show  the  specific  impact  of  NAFTA  on  the 
public  sector. 


II.      THE    EFFECTS    OF    TREE    TRADE"    ON    TAXATION 
REVENUES 

(a)       SQitw  Introductory  thouahta 

There  are  many  things  we  could  tell  you  about  our  experiences  wtth  the  FTA,  and 
about  how  they  would  irrtensify  under  NAFTA.  The  FTA.  and  NAFTA,  affect  so 
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much  of  our  daily  lives,  and  so  much  of  our  economic,  social,  and  political 
environment  -  far  more  than  the  term  "free  trade'  suggests*. 

As  author  Jim  Sinclair  has  observed: 

The  free  flow  of  goods,  services,  resources  and  capital  between  the  three 
nations  (under  NAFTA)  will  result  in  more  power  being  held  in  boardrooms 
by  executives  who  make  fundamental  decisions  about  our  counthes  without 
reference  to  the  ballot  box  or  democratic  process. 

'Fair  labour  standards,  sustainable  environmental  practices,  and  national 
sovereignty  are  completely  ignored  by  the  architects  of  this  deal... Free 
trade,  as  the  majority  of  Canadians  have  come  to  know,  has  little  to  do  with 
trade  and  ever/thing  to  do  with  the  domination  of  the  government  and  the 
economy  by  national  and  international  corporations... 

The  losers  of  this  new  deal  will  be  the  majority  of  Mexicans,  Canadians 
and  Americans'*.' 

The  National  Union  knows  that  in  the  course  of  the  presentations  that  will  be  made 
to  this  Subcommittee,  its  members  will  have  ample  opportunity  to  examine  these 
issues  In  detail.  Our  purpose  in  coming  to  Washington  isn't  just  to  re-hash  or  re* 
formulate  material  you  can  readily  obtain  from  others.  What  we  therefore  would 
like  to  focus  on  in  this  section  is  something  that,  to  our  knowledge,  nobody  else 
seems  to  have  assessed:  namely,  the  impact  of  t4AFTA  on  the  revenues  your 
governments,  at  all  levels,  need  to  carry  out  their  programs  and  deliver  their 
services. 

Before  proceeding,  let  us  remind  you  that  in  making  U.S.-Canada  data 
compahsons,  the  oile  of  thumb  is  that  there  is  a  tan-to-one  ratio  (for  example,  a 
$1  billion  impact  in  Canada  wouM  translate  into  a  $10  billion  impact  in  the  United 
States.)  This  reflects  the  ratio  of  your  population  base  to  ours. 


In  (aa  the  term  trM  iradt'  b  a  mitnomtr,  lincc  rwttwr  the  FTA  nor  NAFTA  art  primarKy 
about  frMing  trade  from  protective  tarWs.  Prior  to  tha  FTA,  80%  of  tha  trada  batwaan 
Canada  and  tha  UnMad  Statai  was  tariff  fraa,  and  axiating  tarttfa  avaragad  only  5%.  Saa 
Canadian  Union  01  PubHc  ErBPtovaaa.  NAFTA:  A  Naw  Smnomffi  CflfltltlfttW  ^■'^"'■•lon 
to  tha  i^ouaa  of  Commont  Subcommittaa  on  Intamationai  Trade,  Fabiuary  3. 1993.  page 
7. 

Jim  Smotair,  adior  CipaaJno  tha  Une:  Canada  and  Fraa  Trada  WJh  MaxkX).  New  Star 
Booka.  Vancouvar  (1992).  Editor's  tofward.  pagaa  vii  and  vii. 
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(b)       F«deral.  provincial,  and  munldoal  f  x— 

In  a  brief  to  a  Sub-Committee  of  \he  Canadian  House  of  Commons*,  the  Canadian 
Labour  Congress  outlined  its  objections  to  NAFTA.  A  table  in  the  CLC's  brief  used 
data  from  Statistics  Canada,  the  Canadian  government's  wo  rid- renowned  central 
statistical  agency,  to  show  the  manufacturing  job  losses  that  could  be  linked  to  the 
FTA.  That  table,  much  of  which  has  been  reproduced  in  Table  A  at  the  end  of  our 
submission,  indicated  that  406,000  manufacturing  jobs  had  been  lost  since  the 
inception  of  the  FTA'  -  which  means  that  Canadian  manufacturing  jobs  have 
disappeared  at  four  times  the  rate  at  which  manufacturing  jobs  have  disappeared 
In  the  United  States  during  the  same  time  period.  The  manufacturing  job  losses 
that  occunred  in  our  country  represented  just  over  21%  of  the  manufacturing  jobs 
that  had  existed  prior  to  the  FTA. 

To  respond  to  an  obvious  question,  most  of  these  job  losses  and  related  plant 
closures  had  very  little  to  do  with  the  recession  both  of  our  countries  are 
experiencing.  In  the  Province  of  Ontario  (where  a  more-thar^-disproportionate 
share  of  Canada's  economy  is  based*),  65%  of  the  manufacturing  jobs  lost  from 
1 989  to  1 991  were  due  to  permanent  plant  closures,  as  opposed  to  the  temporary 
layoffs  that  would  have  occurred  during  a  periodic  cyclical  downturn.  During  the 
1981-82  recession,  pannanent  plant  closures  caused  22%  of  manufacturing  job 
losses^ 

Despite  the  job  losses  that  have  occunwl  over  the  past  several  years,  there  have 
been  concentrated  efforts,  by  Canada's  federal  government,  its  corporate 
community,  and  others,  to  convince  Canadian  citizens  that  our  most  serious 
problem  is  government  debt,  and  that  it  must  be  dealt  with  through  large 
expenditure  cuts.  We've  been  told  that  public  programs,  in  hearth  care,  education, 
social  assistance  and  welfare,  and  other  areas  have  to  be  scaled  back,  and  that 


*  See  footnote  1. 

»  AH  low,  wtf  800,000  Carwdlans  have  joined  ttie  oHldal  unempteyment  roue  since  the 
onset  o4  the  FTA,  pushing  tf»  national  unemptoymen*  rate  from  7.6%  to  11.4%.  An 
addlion^  397  000  people  *ho  wanted  to  vMork  fuU-tltne  couU  only  And  part-time  Mie.  And 
there  are  now  451.000  fe««r  people  employed  »»"  »we  we«  when  the  FTA  was 
inviememed.  See  StMMlca  Canada,  ttm  Labour  Force  (Catalogue  71-001)  and 
gmnlovmenl.  Eamin«i  «nd  Hours  (Catalogue  72-008). 

•  Among  other  twnos.  Ontario  IS  responsible  lor  40%  of  Canada's  Giosa  Domestic  Predict 

(GDP). 

'  D«a  fiom  the  Oniarto  MmWry  vt  Labour,  dted  In  Canedtan  Union  ol  PvOlic  Employses: 
t^^irrf^-  AKto^&»nofTiieCongtlhJtlQn.paael1. 
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we  have  to  stop  "living  beyond  our  means".  We've  t>een  told  that  jobs  have  to  be 
eliminated,  and  wages  reduced,  not  only  in  the  public  sector,  but  also  in  the  private 
sector. 

This,  we've  been  told,  will  address  the  debt  problem,  and  ensure  that  Canada  gets 
the  'lean  and  mean"  look  it  needs  to  remain  globally  competitive. 

The  people  promoting  this  view  rarely  seem  to  acknowledge  that  debts  and  deficits 
have  two  sides,  and  that  it  might  be  the  revenue  side  of  the  equation  that  is  a 
major  cause.  And  they  rarely  seem  to  acknowledge  the  contribution  of  public 
investment  to  making  a  country  more  globally  competitive,  and  the  decrease  in 
competitiveness  and  productivity  that  results  from  reductions  in  government 
spendng*. 


The  link  between  FTA-related  job  losses  and  government  debt 

Is  there  a  link  between  the  FTA-related  job  losses  that  have  occurred  over  the  past 
four  years,  and  the  growing  government  debts  and  deficits  that  have  occurred? 
As  the  data  we  will  be  presenting  in  what  folk>ws  shows,  there  dearly  is. 

The  reason  Is  that  there  is  a  fundamental  causal  relationship  between  jobs,  wages, 
and  deficits.  People  who  have  jobs,  and  who  feet  economically  secure,  buy  goods 
and  services,  and  pay  taxes.  When  they  buy  goods  and  services,  businesses  and 
local  communities  prosper.  When  they  pay  taxes  ($22,946  for  the  average 
Canadian  family,  according  to  the  rjght*wjng  Fraser  Institute,  when  all  types  of 
taxes  are  taken  into  account^,  the  revenues  that  result  don't  only  go  towards 
providing  publk;  programs  and  services.  They  also  help  lower  governments'  debts 
and  deficits. 

When  peopio  lose  their  jot>s,  as  a  result  of  bad  trade  agreements,  government 
cutbacks,  or  other  reasons,  all  of  this  works  in  reverse:  businesses  close  down, 
communities  suffer,  and  government's  tax  revenues  decrease.  Qovemment 
expenditures,  especially  those  related  to  social  services  and  welfare,  increase 
tremendously.  This  causes  debts  and  defkxts  to  go  up. 


See  Hwry  H.  Pottam,  *A  Note  on  Irtfrastructure  and  Productivity*.  DiMUMion  Paper  No. 
93'12,  Qovammtnt  and  CompetiUvanNa,  School  of  PoUey  Studlea.  Quean's  Univarsity, 
Kingaton,  Ontario.  Poatnar  aays  that  10%  ot  ttia  produdtvlly  stowdown  Canada 
axpaifancad  m  itw  I970a  can  ba  altribuiad  to  a  drop  in  govammant  Invaatmani  m  the 
aconomy,  and  20%  of  ttw  ravtvai  of  productivliy  axparianoad  In  the  1960a  can  be  tracad 
to  a  p<ck-up  in  ipanding  on  public  projacts. 

Praaa  ralaaaa,  Juna  10. 1903.  and  aitachad  laMa. 
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Analysis 


To  show  the  effects  of  these  FTA-related  job  losses  on  government  debts  and 
deficits,  we  started  with  employment  data  appearing  in  Statistics  Canada's 
Emolovment.  Earnings  and  Hours  Dublication.  We  then  used  annual  wage  figures 
by  industry  sector,  collected  by  Statistics  Canada,  to  estimate  the  lost  wages 
associated  with  these  job  losses. 

The  results  can  be  seen  in  the  last  column  of  Table  A,  where  it  has  been  shown 
that  the  annual  wage  losses  from  these  lost  jobs  are  over  $12.4  billion. 

Table  B.  which  also  appears  at  the  end  of  our  submission,  estimates  these  wage 
losses  by  province. 

Having  determined  the  wage  effects  of  these  job  losses,  we  then  estimated  the  tax 
effects.  As  noted  earlier,  people  who  work  pay  taxes,  both  directly,  in  terms  of 
income  taxes,  sales,  and  other  taxes;  and  indirectly  (as  one  example,  the  price 
paid  for  a  good  or  service  contains  a  component  that  contributes  to  corporate 
taxes).  As  citizens,  they  also  pay  property  and  other  taxes.  All  of  these  taxes 
become  the  revenues  of  governments,  and  are  used  to  provide  public  programs 
and  services'*'. 

To  determine  the  tax  losses  associated  with  these  wage  losses,  we  began  with  a 
modified  version  of  data  presented  In  the  annual  'tax  facts'  compiled  by  the  Fraser 
institute^*.  These  show  the  taxes  paid  by  Canadian  families  to  the  three  levels  of 
government,  to  fund  public  programs  and  services.  Based  on  this  modified  data. 
we  were  able  to  calculate  the  aggregate  revenue  loss  to  each  level  of  government 
associated  with  the  loss  of  the  408,000  jobs  referred  to  above.  This  revenue  loss 
constituted  an  addition  to  the  annual  deficits  of  those  levels  of  government. 


As  a  result  of  the  monetwy  poHey  eanrled  out  by  ttw  Bank  of  Canada,  interest  rate*  were 
kept  el  a  very  higli  real  level  lor  several  years.  The  purpose  was  to  target  inflation,  which 
was  never  at  a  high  level  during  the  period  in  questksn.  One  resul  <A  this  poUcy  has  been 
triat  an  Increaied  portion  of  govenwrwnt  expenditures  at  ail  levels  rias  gone  towards 
servicing  ttte  public  debt  Thie  has  benefmed  large  corporations  and  others  with  money 
to  invest  in  relatively  safe  instrnments  lice  gevemmem  Treasury  Bils. 

In  no  way  do  we  mjrM  with  the  way  in  which  the  Fraser  instHule  uses  this  data  -  to 
"prove'  that  corporate  Canada  and  ordlnafy  citizena  pay  far  kw  many  taxes,  and  receive 
fewbeneflts.  Whieordinaiydtaeni,  particularly  low-inoome  earners  and  the  mWdte-dasa. 
have  become  increasingly  burdened  by  taxes,  our  researcti  has  shown  that  large 
corporMons  and  the  weiHo-do  have  done  relatively  wel  under  tax  'reform*  implemented 
by  our  oarw*  federal  government. 


102 


The  results  of  this  analysis  are  shown  in  Table  C.  which  also  appears  at  the  end 
of  our  stibmission.  As  can  be  seen  from  that  table,  the  taxation  revenues  lost  as 
a  result  of  these  job  losses  adds  almost  $2.9  billion  to  the  federal  debt  each  and 
every  year  $2  2  billion  to  provincial  debt;  and  $604  million  to  municipal  debt  •-  a 
total  of  $5.7  billion. 

But  that  isnl  the  only  effect  of  these  job  losses.  When  people  are  without  work, 
there  is  a  greater  reliance  on  the  programs  offered  by  provincial  and  municipal 
governments  -  particularly  social  services  and  welfare.  Evidence  can  be  found 
in  public  sector  data  issued  by  Statistics  Canada,  which  shows  that  the  total 
annual  social  services  expenditures  of  all  of  our  provincial  governments  have 
increased  by  over  $8  billion  since  the  implementation  of  the  FTA.  In  Canada, 
social  services  are  also  provided  by  municipal  governments,  and  while  updated 
data  are  not  yet  available  at  that  level,  the  annual  increase  is  likely  in  the  $2-$3 
billion  range. 

The  total  annual  increase  in  social  services  expenditures  across  the  country  is 
therefore  in  the  $10-$1 1  billion  range.  While  not  all  of  this  can  be  attributed  to  the 
FTA-related  job  losses  cited  above,  much  of  It  can.  as  e  result  of  workers  without 
jobs  and  their  families  becoming  more  dependent  on  government  support  and 
public  programs. 


A  related  issue 

An  issue  dosely  related  to  the  above  is  the  direct  revenues  that  have  been  lost  to 
governments  as  a  result  of  plants  having  closed  down  operations,  in  terms  of  such 
things  as  corporate  and  property  taxes,  licenses  and  permits,  hydro*electricity  and 
gas  purchases,  and  so  on.  Our  feeling  is  that  the  amount  is  quite  significant.  As 
an  example  of  what  we  mean,  consider  that  between  the  implementation  of  the 
FTA  and  the  end  of  1 992,  the  Ontario  government  documented  397  complete  plant 
closures",  as  productton  shifted  to  U.S.  and  even  Mexican  locations". 

Although  we  have  not  been  able  to  estimate  the  monetary  effects  of  these  ensures 
in  this  submission,  we  would  advise  the  memberi  of  this  Subcommittee  to  keep 
them  in  mind  as  they  evaluate  the  potential  effects  of  NAFTA. 


It 


'» 


N«w  Oemocraiic  Piity  Retearoh.  "NotM  on  NArrA",  unput)lthed  dooumsnt,  DeoenOer 
11,1902. 

SelMtad  production  and  job  sMtt  from  Cartadian  to  U.S.  and  Maxtcan  ixations  for  the 
leei  caiandar  yaar  art  documantad  in  CampbaH,  Bnjca:  Canada  Undar  Slaoa:  TTiraa 
YeafB  Irto  tha  Fraa  Trada  Era.  Canadian  Canira  for  Policy  ARamatlvat,  Januaiy  1992. 
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Foreoono  tariff  rgvenuos 

A  similar  concern  is  as  follows. 

Those  who  favour  "free  trade"  want  us  to  accept  that  some  industries  -  the  ones 
we  aren't  particularly  good  at,  or  the  ones  where  labour  or  other  costs  are  high  -- 
have  to  fall  by  the  wayside.  It's  all  part  of  letting  "global  forces"  do  their  work. 
Governments  shouldn't  get  in  the  way,  since  that  would  create  "inefficiencies".  If 
we  lose  jobs  to  Mexico  as  part  of  a  continental  agreement,  we  shouldn't  have  been 
producing  auto  parts,  or  whatever  else  moves  to  Mexico,  in  the  first  place. 

Unfortunately,  the  free  markets"  that  are  so  often  referred  to.  In  order  to  justify  this 
line  of  reasoning,  only  exist  in  economics  texts.  A  main  reason  is  that 
governments  -  and  yours  are  no  exception  -  often  intervene  in  the  market,  for 
various  reasons.  Typically,  they  may  want  to  build  up  particular  industries  and 
industry  sectors.  Or  they  may  want  to  protect  jobs  and  local  communities.  Such 
intervention,  which  may  include  the  imposition  of  tariffs  and  other  trade  "bamers", 
subsidies,  and  similar  mechanisms,  takes  place  to  ensure  that  industries, 
communities,  and  people  do  n^I  fall  by  the  wayside  in  the  face  of  rapid  global 
change.  Intervention  in  the  market  can  also  ensure  that  Industries  can  capture  the 
profit  and  wage  levels,  mari^et  niches,  and  technological  advantages  they  realty 
need  to  compete  in  global  markets. 

In  short,  while  we  are  not  necessarily  saying  that  trade  barriers  should  remain  in 
place,  we  are  also  saying  that  there  must  be  adequate  proof  that  removing  such 
barriers,  in  whole  or  in  part,  results  in  a  net  benefit  for  a  community  or  country. 

One  of  the  other  benefits  that  could  be  foregone  is  government  revenues.^* 
Again,  while  there  may  be  good  reasons  for  governments  to  give  up  those 
revenues,  this  revenue  sacrifice  should  be  kept  in  mind  as  governments  try  to 
address  their  debt  and  deficit  problems  --  particularly  if  there  are  few,  if  anv 
compensating  benefits  and  a  Ifil  of  additional  costs. 


(c)      ^n*"°'°^"^"<  Insurancw 

The  figures  in  part  (b)  cMbove,  as  significant  as  they  may  seem,  doni  show  the  total 
effects  of  FFA  and  fslAFTA  on  governments'  financial  positions,  and  on  their  ability 
to  deliver  public  programs  and  services.  There  are  other  conflations  worth 
discussing. 


In  1988.  the  Economic  CouncH  of  Canada  esiimited  thai  $2  boion  a  year  in  customs 
duttot  wn  paid  on  in^ofts  from  tha  Unitad  State*.  Sae  Econotnie  Council  of  Canada: 
VeniurinQ  Forth:  An  Aaaaaamart  rJ  tha  Canada4J.S.  Free  Trade  Aofsement.  paoa  7. 
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Whila  th«  Canadian  and  American  economies  are  similar  in  many  ways,  a  major 
distinguishing  characteristic  is  that  ours  is  based  on  the  European  model  much 
more  than  yours  is.  In  concrete  terms,  this  means  that  we  have  a  relatively  larger 
public  sector  (our  public  sector  is  between  one-quarter  to  one-third  larger  than 
yours,  on  a  relative  basis^');  and  that  our  public  sector  provides  a  wide  array  of 
programs  to  ensure,  to  the  extent  possible,  that  public  services  are  accessible  and 
affon:table  to  all,  regardless  of  their  ability  to  pay;  and  that  people  don't  "fall 
through  the  cracks"  when  they  are  most  in  need. 

The  system  is  far  from  perfect,  and  certainly  needs  a  lot  of  improvement  after  the 
funding  cuts  that  have  occun'ed  over  the  nine  years  our  current  federal 
government  has  been  in  power.  But  a  good  deal  of  the  time  it  seems  to  work  for 
the  majohty  of  Canadians.  Our  national  Medicare  system,  one  which  Is  currently 
being  examined  in  your  country,  is  probably  the  best-known  example  of  what  we 
are  referring  to.  Our  national  Unemployment  Insurance  system  (which  covers 
about  75%  of  unemployed  Canadians^*,  versus  the  16.8%  to  68.1%  covered  by 
your  various  state  programs^^)  Is  another^'. 

There  are  many  other  social  programs  we  coukj  refer  to.  but  the  main  point  is  this. 
All  in  all,  the  vast  majority  of  Canadians  are  proud  of  their  social  programs,  which 
we  like  to  think  define  us  as  a  more  caring  society  than  other  countries. 

Prior  to  the  implementation  of  the  FTA,  the  labour  movement  and  other  opponents 
charged  that  as  a  key  component  of  the  deal,  big  business  had  a  hidden  agenda 
to  cut  Canadian  soda)  programs,  on  the  basis  that  these  programs  Imposed 
additional  costs  on  the  corporate  community  as  they  attempted  to  compete  in 
global  martlets.  Tbe  business  community  denied  this  charge,  and  were  backed  by 
our  forn>er  Prime  Minister  himself. 

Since  the  implementation  of  the  FTA,  however,  Canadians  have  witnessed,  and 
felt,  an  ongoing  effort  to  harmonize  our  social  programs  downward.  We  have 
seen,  as  examples: 


\» 


\7 


John  Calvert.  'A  Sinaler  Putifle  Sector,  in  Canadan  Union  of  Public  EmployMi:  Jhi 
Fad«  on  Ff-  Jmdt.  SprinQ  1968.  page  42. 

CoaWon  Againtt  Free  Trade,  'vmat't  Iha  Big  Deal?  Some  straigtrtforwam  quattiont  and 
anMvam  on  free  trade*,  pamphlet  1968. 

Baaed  on  1990  dau  obtained  from  the  Center  on  Budget  and  Poicy  Prioriues  by  the  AFL- 
CIO. 

The  maximum  Unempbymenl  Inauranoe  benefit  le  |42S  per  week,  or  78%  of  the  average 
weetdy  induatrial  wage.  In  1992.  the  average  LH  dalmani  received  $253  per  week  in 
benedis.  Somce:  inlonnailon  obialned  from  Canada  Employmenl  and  ImmlgTaBon. 
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the  end  of  universality  as  a  basic  principle  in  our  social  programs,  in  such 
areas  as  pensions  and  child  care  benefits; 

the  end  of  government  contributions  to  Unemployment  Insurance,  and 
changes  to  that  program,  in  1990  and  1993.  which  reduce  benefits,  and 
which  make  benefits  both  more  difficult  to  obtain  and  more  difficult  to  retain; 

the  cancellation  of  a  promised  national  child  care  program; 

.  massive  cuts  to  funding  for  health  care,  post-secondary  education,  and 
social  services,  which  have  been  estimated  to  have  amounted  to  $41  billion 
to  date'*,  and  whose  cumulative  effects  will  be  a  staggering  $97.6  billion  by 
the  year  2000":  and 

.  other  public  sector  job.  wage,  and  program  cutbacks,  at  both  the  federal 
and  provincial  levels,  to  greatly  lessen  government's  role  in  the  economy. 

This  hasn't  ended,  by  the  way.  The  corporate  community  is  still  calling  for  more 
cuts  in  spending  --  social  spending  to  cut  government  debts  and  deficits  at  the 
same  time  as  they  transfer  jobs  out  of  the  countr/\  and  as  unemployment  and 
poverty  get  worse. 

As  we  continue  our  discussion  of  the  financial  impact  of  NAFTA  on  governments, 
we  would  like  to  tell  you  about  the  cutbacks  to  our  national  Unemployment 
Insurance  program. 

When  the  FTA  was  being  debated  in  our  country,  we  argued  that  there  would  be 
downwanJ  pressure  on  our  social  programs  to  harmonize  them  with  those  in  the 
U.S.,  to  achieve  the  infamous  "level  playing  field*. 

Since  the  FTA.  the  changes  that  have  occurred  In  our  Unemploymern  Insurance 
^s^m  have  tiken  place  in  order  to  bring  that  system  more  m  line  with  thai  o  the 
one  eTlstho  in  the  United  States  ••  where,  as  we  have  noted,  coverage  Is  far  less 
^"m^rSlvV  Adm^^^  we  don1  have  -proof  in  the  sen^  of  an  open 
acknowledgement  by  our  government  about  what  has  been  taking  place.  But  we 

paper  r«l«u«d  >t  the  first  it*ii8t«f 8  oort«r«nc«,  Toronto.  March  1 992. 

»    Netbnal  Council  ol  Welfare:  -^lirnltr  ^"'**^  "^  P^"^"^""   ^''^'  '-^'""^  ^'^ 
1991.  Table  1. 

"     See  Dave  Bairett.  M.P.:  ^'n'^rr**'  TheSeltem.  page*  47  and  48. 
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jto  have  ovifwhelming  coincidence,  sufficient  to  be  compelling  circumstantial 
avidence,  that  our  prediction  atxjut  FTA's  effects  on  our  Ul  system  have  come  to 
pass. 

A  prima  example  Is  that  our  system  used  to  cover  the  vast  majority  of  those  who 
were  unemployed,  however  they  got  that  way.  Now,  those  who  are  deemed  to 
have  quit  "voluntarily',  or  who  are  deemed  to  have  been  fired  for  cause",  are  no 
longer  eligible.  This  makes  our  system  much  more  compatible  with  the  U.S. 
system. 

Moreover,  with  regard  to  benefits  for  those  who  do  remain  eligible,  they  used  to 
amount  to  60%  of  eligible  earnings.  In  the  last  round  of  cuts  that  was  reduced  to 
57%  "  which  again  brings  us  closer  to  the  U.S.  average. 

Another  issue  is  that  the  U.S.  system  varies  state-by-state.  tn  Canada  the 
government  has  moved  to  end  Its  funding  of  Ul  except  in  deficit  situations,  which 
many  see  as  a  move  tc  a  provindaJ  Ul  system,  particularly  when  it  is  seen  In  the 
context  of  the  federal  government's  stated  objective  of  devolving  many  of  its 
national  labour  market  programs  to  the  provinces.  In  a  provinciai  system, 
standards,  funding  levels,  and  coverage  could  vary  quite  significantly  across  the 
country. 

A  cut  in  federal  funding,  lower  benefits,  tonger  eligibility  requirements,  no  coverage 
for  "voluntary*  quits  or  firings  "with  cause"  ~  all  concurrent  to  the  implementation 
of  the  FTA.  Most  criminal  trials  would  accept  this  as  sufficient  circumstantial 
evidence  for  a  conviction. 

There  are.  we  suggest,  three  imer*related  reasons  for  the  lowering  of  Canada's 
social  benefits,  including  Ul.  The  first  is  the  huge  decline  in  government  revenues 
as  a  result  of  the  FTA  related  job  losses  -  the  type  of  relationship  we  showed 
earlier.  The  second  is  the  greatly  increased  costs  of  these  programs,  again 
because  of  those  job  losses,  and  the  resultant  need  for  people  to  become  more 
dependent  on  public  programs.  The  third  is  the  search  for  "competitive 
advantage",  the  need  for  the  lowest  common  denominator  to  prevail,  no  matter 
how  badly  people  and  communities  get  hurt  in  the  process. 

With  NAFTA,  the  new  'level  playing  field'  will  be  the  lowest  of  the  common 
denominators  between  the  three  countries.  What  shoukj  be  happening,  in  our 
view,  is  quite  the  opposite:  trading  relationships  that  raise  the  standards  of  those 
at  the  bottom,  so  they  attain  those  enjoyed  by  those  at  the  top  -  the  "highest 
common  denominator",  if  you  wiH. 

What  has  been  the  Impact  of  the  changes  to  the  Ul  program  since  the  inception 
of  the  FTA?  In  a  recent  study,  the  National  Union  considered  the  changes  that 
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were  made  earlier  this  year,  which  eliminated  the  benefits  paid  to  people  who  were 
now  deemed  to  have  "voluntary  quit"  their  jobs  (under  a  set  of  mostly  nasty  criteria 
issued  by  the  federal  government);  and  which  decreased  the  weekly  benefit  rate 
for  those  who  still  qualified. 

The  problem  was  that  with  an  "officiar  national  unemployment  rate  of  1 1 .4%  (and 
an  "unofficial"  rate  of  18%  -  when  discouraged  workers  and  people  who 
involuntarily  work  part-time  or  short-time  are  taken  into  account),  a  significant 
portion  of  the  so-called  "voluntary  quitters"  had  no  chance  of  finding  another  job. 
With  no  other  sources  of  income,  many  would  have  to  apply  for  social  assistance 
and  welfare.  As  mentioned  earlier,  these  programs  are  delivered  by  provincial  and 
municipal  governments. 

Moreover,  even  among  those  who  qualified  for  Unemployment  Insurance,  the 
problem  was  that  with  less  of  an  income  from  benefits,  they  would  have  less 
money  to  spend  in  their  communities.  This  translates  into  fewer  tax  revenues  for 
governments,  similar  to  the  effects  we  discussed  earlier. 

Our  analysis  looked  at  the  impact  on  provinciai  governments  from  the  changes  to 
the  federal  Unemployment  Insurance  program.  As  can  be  seen  from  Table  D, 
found  at  the  end  of  this  submission,  the  total  annual  effect  on  provincial 
governments  will  be  around  $1 .2  billion)  TTiis  will  be  yet  another  impediment  to 
those  governments  as  they  attempt  to  deliver  social  and  other  programs. 
Moreover,  the  increased  deficits  that  have  resulted  could  very  well  serve  as  an 
"excuse"  for  further  program  cuts  just  when  people  need  help  the  most. 


III.      NAFTA  AND  THE  PUBLIC  SECTOR 
a)       Introduction 

Now  let  us  deal  with  the  more  general  impact  of  NAFTA  on  the  public  sector. 

On  the  face  of  it.  one  would  expect  a  "trade"  agreement  to  be  about  trade,  and 
that  it  wouki  therefore  have  the  most  impact  on  the  private  sector.  The  proposed 
NAFTA,  however,  will  have  a  huge  impact  on  the  public  sector  in  Canada  -  and 
in  the  other  signatory  countries,  as  well. 

We  have  already  examined  the  revenue  impact  of  the  FTA  and  the  huge 
consequences  of  that  agreement  on  the  tax  bases  of  Canada's  federal,  provincial 
and  municipal  governments.  The  NAFTA,  to  the  extent  that  it  will  make  these 
problems  worse  --  does  anyone  seriously  agree  that  there  will  not  be  substantial 
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job  loss  in  Canada  (and  the  U.S.)  as  a  result  of  NAFTA?  -<  will  multiply  existing 
difficutties.  As  we  said  earlier.  NAFTA  builds  upon  the  FTA  -  therefore,  new 
problems  would  buikj  on  existing  ones. 

In  addition  to  this,  however  there  is  something  else,  namely  that  the  pressure  to 
equalize  social  programs,  labour  laws,  and  environmental  protection  will  become 
more  pronounced  under  NAFTA.  And  while  it  is  theoretically  possible  to  have  all 
these  equalized  at  their  highest  point,  common  sense  says  they  are  more  likely  to 
equalize  at  the  "lowest  common  denominator". 

As  an  example,  a  Wall  Street  Journal  survey  of  senior  U.S.  executives  revealed 
that  one<|uarter  of  the  respondents  openly  admitted  that  they  expected  to  bargain 
wages  down  using  NAFTA  as  a  tool." 

Along  similar  lines,  a  March  1993  report  by  the  Americas  Society  identified  three 
major  factors  working  against  Canada  ae  a  location  for  manufacturing.  One  of 
them  was  '...pessimism  about  Canada's  climate  for  business".  Labour  legislation 
and  environmental  standards  -  things  which  Canadians  have  worked  hard  at  to 
improve,  and  which  we  are  trying  to  augment  even  further  -  ware  also  perceived 
as  threats  to  the  ability  of  U.S.  subsidiaries  to  continue  producing  in  Canada." 

Quebec's  Delegate  General  to  New  York  has  spelled  this  issue  out  even  more 
clearly: 

"From  now  on  when  we  examine  such  fundamental  social  issues  as 
the  benefits  and  costs  of  our  educational  system,  workers' 
compensation,  our  health  care  system  and  our  tax  structure,  we  had 
better  see  that  they  are  comparable  with  those  in  North  Carolina  or 
accept  the  consequences  in  terms  of  lost  job  opportunities  for 
Quebec  workers."^ 

While  we  do  not  want  to  cast  aspersions  on  North  Carolina,  the  fact  is  that  in  these 
particular  program  areas,  Canada's  system  ji  far  more  progressive  than  North 
Carolina's.  In  our  view,  a  trade  agreement  should  be  aimed  at  helping  the  citizens 
in  that  state  and  elsewhere  attain  the  higher  standards  that  might  prevail 
elsewhere,  jjfli  the  opposite. 


■Notes  for  •  PrwenUHion  (o  Vw  Canadian  Awodarton  of  Labour  Lawryars  on  the  impact 
of  NAFTA  on  Canadian  Labour".  Biuoa  Cwnpbeii.  Raaaaich  Ftlow,  Canadian  Cantra  tor 
Pottcy  ARamatlvaa,  Juna  5, 1993,  page  7. 

Ibid,  page  7. 

Ibid,  paoa  io. 
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b)       Trade  or  aovgreigntv? 


We  are  also  concerned  about  how  NAFTA  will  weaken  the  ability  of  the  three 
governments  who  are  signatories  to  make  independent  decisions  in  the  best 
interests  of  their  respective  citizens.  The  reason  is  that  NAFTA  is  an  agreement 
as  much  aimed  at  limiting  the  sovereignty  of  nations  as  it  is  about  expanding  trade. 

Journalist  Linda  Diebel  said  it  best,  when  she  stated  the  following  about  NAFTA: 

'Its  basic  premise  is  no-holds-barred  free  enterprise  for  all  of  the 
Americas.  Big  business  would  set  the  rules;  there  would  be  few  or 
no  regulations  to  impede  industry.  It  would  be  survival  of  the 
fittest."** 

Of  course,  notes  Diebel.  society  itself  would  have  to  change  to  ensure  that  NAFTA 
could  be  'successful".  According  to  industrialist  David  Rockefeller,  whom  Diebel 
quotes,  "persistent  patterns  of  thought  and  behaviour...  require  modification'  for  the 
free  trade  that  is  contemplated  under  NAFTA  to  function  effectively.^ 

As  Canadian  free  trade  proponent,  one  Don  Etchison,  has  said,  NAFTA  is  about 
'sharing'  or  "pooling"  sovereignty.'^  Etchison  elaborated  on  this  concept  as 
follows: 

'In  a  worki  where  national  boundaries  are  increasingly  invlevant, 
NAFTA  critics  adhere  to  outmoded  concepts  of  economic  nationalism 
and  political  sovereignty.*^ 

Behaviour  modification?  Changes  in  society?  Pooling  sovereignty?  Outmoded 
concepts? 

Michael  Walker,  the  chief  spokesperson  for  Canada's  most  right-wing  pressure 
group,  the  Fraser  InstKute.  was  even  blunter: 


»    und.  Diebel.  l^»th  American  Fr««  Trade:  Spedal  Report  -  KlwinoWs  tnjly  New  World 
Qfdaf  ■'  TomniQ  Star.  Febnjary  7. 1993,  Page  Bl. 

"    Ibid. 

"    Ibid. 

*    Ibid. 
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■A  tradt  deal  simply  limits  the  extent  to  which  the  U.S.  or  other 
signatory  governments  may  respond  to  pressure  from  their 
citizens.** 

Precisely.  The  untidy  limits  of  democracy  must  not  be  allowed  to  impede  the 
perfect  symmetry  of  the  marketplace.  Democratic  governments  have  to  learn  their 
place,  and  their  constituents  learn  their  limits  "  whether  imposed  by  multinational 
corporations,  the  World  Bank,  or  the  IMF. 

Indeed,  the  NAFTA  contains  thousands  of  pages  of  limits  on  what  the  governments 
of  Canada,  the  U.S.,  and  Mexico,  will  be  allowed  to  do  once  the  agreement  is 

ratified. 

Not  hghts.  Not  obligations.  Limits. 

A  bit  sca7  for  democratic  countries,  Isn't  it? 

0)        Coveraoe  of  NAFTA 

The  NAFTA  doesn't  only  limit  national  govemments.  by  the  way.  It  also  extends 
the  areas  of  jurisdiction  that  are  covered  to  indude  provincial  and  local 
govemments.  The  very  first  chapter,  for  example,  requires  federal  govemments 
to  enltirce  the  terms  of  the  treaty  on  provincial  (or  state)  governments.  Federal 
govemments  are  committed  to  expand  the  procurement  rules  to  the  provincial 
(state)  level.  Provincial  (state)  regulations  are  spedfically  not  allowed  to  extend 
a  preference  for  nationally  produced  goods. 

Because  this  is  an  International  agreement,  however,  federal  govemments  remain 
the  responsible  bo<£es  for  enforcing  compliance.  There  is  absolutely  no  provision 
for  provinciai  (state)  Involvement  in  the  dispute  settlement  procedure,  even  though 
they  are  affected  so  compreheneively. 

Moreover,  govemments  that  weren't  involved  in,  or  even  consulted  about,  trade 
deal  negotiatione  are  swept  into  its  provisions  -  even  though  ifs  not 
constitutionally  clear  that  the  national  government  of  Canada  has  the  right  to  agree 
to  deals  requiring  substantial  changes  in  provincial  Jurisdictions;  and  even  though 
the  enforcement  of  these  questionable  rules  remains  at  the  federal  leveL 

Our  federal  government  seems  to  have  surrendered  more  than  its  own 
sovereignty.  It  has  surrendered  pfovindal  powers  as  well. 


Jetm  Calveit,  'A  SmeMr  PuMc  Sector.  In  Canadian  Union  of  Pubic  Employeoa:  Jht 
Facts  on  Frae  Trada.  Spring  1988,  page  42. 
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d)       Public  services  as  anomalliM 

Another  issue  is  that  under  NAFTA  public  services  are  only  seen  as  anomalies,  to 
be  temporarily  and  grudgingly  tolerated.  Furthermore,  where  existing  sen/ices  are 
given  exemptions  from  the  terms  of  NAFTA,  the  services  are  specifically  termed 
"non-conforming",  certainly  a  pejorative  term. 

All  of  those  "non-conforming"  public  services  that  governments  wish  to  protect 
have  to  be  officially  listed  within  two  years,  or  they  automatically  lose  their  exempt 
status.  Given  the  number  and  complexity  of  federal,  provincial,  aruj  local 
programs,  that's  a  very  tough  order  to  fill.  Some  will  undoubtedly  be  missed. 
Moreover,  governments  must  spell  out,  when  they  provide  their  lists,  how  they 
intend  to  bring  so-called  "non-conforming"  public  services  under  NAFTA  rules." 
The  lists  are  all  subject  to  revision. 

Furthermore,  the  very  language  that  supposedly  protects  existing  public  services 
under  NAFTA  is  very  weak: 

'Nothing  in  this  Chapter  shall  be  construed  to  prevent  a  Party  from 
providing  a  service  or  performing  a  function  such  as  law 
enforcement,  con'ectionai  services,  income  security  or  insurance, 
social  welfare,  public  education,  public  training,  health,  and  child 
care,  in  a  manner  that  is  not  inconsistent  with  this  Chapter."*^ 

There  are  three  dangerous  limitations  in  this  "protection".  The  first  is  that  any 
listing  can  be  used  as  a  limitation,  meaning  that  any  public  services  that  are  no[ 
specifically  included  in  the  listing  will  be  more  difficult  to  protect. 

The  second  is  that  it  will  likely  be  only  those  things  intrinsic  to  the  service  that  are 
protected,  not  the  provision,  for  example,  of  food  services,  laundry,  supplies,  etc. 

And  perhaps  worst,  even  these  exemptions  can  only  be  offered  in  a  manner  that 
is  not  inconsistent  with  the  overall  agreement. 

Governments  acting  through  the  agency  of  Crown  Corporations  or  govemment 
owned  monopolies  are  seen  as  a  particular  oddity  under  NAFTA.  Article  1 502 
says: 


*    North  American  Free  Trad*  Agraemam.  Artlda  I20e. 
"     NAFTA.  Aitidat  1 102.1 ,  1201  J<d). 
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'Any  govomment  monopoly  (must)  act  solely  in  accordance  with 
commercial  considerations'  and  must  'provide  non-discriminatory 
treatment  to  investors,  goods  and  sen/icss  providers  of  another 
Party." 

Canada's  history  of  using  government  owned  enterprises  --  Crown  Corporations 
<•  as  a  tool  in  the  development  of  the  country,  a  tool  for  regional  development  or 
equalization,  a  tool  for  jot)  creation,  a  tool  for  stimulating  local  industry,  even  a  tool 
for  environmental  control  -  all  these  uses  are  therefore  made  problematic.  None 
of  those  purposes  is  purely  commercial,  and  some  of  them  rely  on  the  ability  to 
support  local  or  regional  suppliers. 

The  goaJ  is  market  control.  Public  services  are  tolerated  only  if  they  are  listed; 
subject  to  review;  subject  to  moves  to  make  them  'confomning';  basically 
consistent  with  the  agreement;  and  provided  in  a  purely  commercial  manner. 

The  whole  approach  to  public  services  is  therefore  that  they  are,  at  best,  a 
necessary  evil,  to  be  constrained  and  circumscribed,  no  matter  how  much  they  are 
needed  to  help  ordinary  citizens  or  support  the  private  sector;  and  no  matter  how 
much  they  serve  to  act  in  the  interests  of  domestic  economic  development. 


•)       Contract,  dont  expand 

It  is  therefore  clear  that  the  provision  of  new  public  services,  or  the  expansion  of 
existing  ones  will  become  almost  prohibited  under  NAFTA.  This  will  be  bad  news 
for  many  people;  for  example,  those  who  support  a  national  child  care  policy  in 
Canada,  or  a  new  health  care  system  in  the  United  States.  Governments  can  list 
only  existing  services  as  exempt  from  NAFTA,  not  antid Dated  or  desirable  ones. 

Govemments  can  only  provide  these  existing  services  within  the  content  of  further 
reviews,  to  reduce  their  scope,  and  their  non^confonnity  with  NAFTA.  Further, 
they  can  only  continue  to  offer  these  exempted  services  so  long  as  any  change 
to  the  program  "does  not  decrease  the  conformity  of  the  measure'  with  NAFTA.'' 

And  before  govemments  can  offer  any  new  service  or  program,  they  have  to 
consult  with  the  other  two  parties  to  the  agreement.  Those  govemments  wishing 
to  offer  the  new  services  would  then  have  to  be  prepared  to  pay  compensation  to 
companies  from  either  of  the  other  two  countries,  for  any  loss  or  potential  loss  in 
market  opportunities  caused  by  the  new  public  service  or  program. 


NAFTA,  AltlCto  1206.1(C). 
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Canada  has  already  seen  one  of  the  effects  of  this  kind  of  provision  arising  out  of 
the  original  FTA.  The  Province  of  Ontario  changed  its  long  standing  commitment 
to  provide  public  automobile  insurance.  That  change  was  prompted  by  more  than 
one  reason,  but  among  them  was  the  fact  that  U.S.  auto  insurance  companies 
began  to  prepare  claims  for  more  than  a  billion  dollars  in  compensation  if  Ontario 
brought  such  a  scheme  into  being." 

The  chilling  effect  of  the  ability  to  claim  for  compensation  is  added  to  by  the  fact 
thai  under  NAFTA  (unlike  under  the  original  FTA)  incfividual  corporations  would  be 
able  to  file  a  claim  for  compensation  directly  before  international  tribunals.  This 
would  eliminate  any  filtering  or  politically  limiting  impact  that  governments  provide 
when  thev  are  in  a  position  to  dedde  whether  a  claim  shoukJ  be  approved,  and 
under  what  conditions. 


f)        A  related  Issue;  the  ratchet  effect 

A  professor  from  the  University  of  Toronto,  David  Clandfield,  has  been  credited 
with  the  phrase  "the  ratchet  effect"  to  describe  the  following  one  effect  of  NAFTA. 

Only  existing  services  are  exempt.  Government  services  can  move  in  the  direction 
of  more  open  competition  and  more  trans-border  bidding  ••  not  the  other  way 
around.  Article  1206.1(c)  allows  amendment  to  existing  programs  only  if  the 
amendment  does  not  decrease  the  conformity  of  the  program  to  NAFTA. 

Article  1 207  requires  ongoing  negotiations  at  least  every  two  years  for  the  purpose 
of  seeking  the  liberaJization  or  removal  of  restrictions  -  never  the  development  of 
further  "restrictions"  that  may  be  required  to  benefit  citizens,  local  communities,  or 
national  interests. 

Let's  make  this  clear.  Motion  js  pennitted,  but  in  one  direction  only.  Servraes  can 
only  be  contracted  out  to  the  private  sector,  not  brought  back  into  the  public 
sector.  If  a  service  was  "re-publicized",  it  would  be  subject  to  challenge  as  a  'new' 
program. 

The  classic  ratchet  "A  wheel  or  bar  with  teeth  -  fixed  so  that  motion  is  permitted 
in  one  direction  but  not  in  another' 


Insuranea  Weak.  Augu«  16. 1991- 
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g)       ProcuremTt 

Artjcl*  1 204  provides  that  all  features  of  government  procurement  practices  must 
be  reviewed  to  bring  them  within  the  obligations  of  NAFTA. 

Basically,  what  that  means  is  that  governments,  when  purchasing  goods  or 
services  as  a  normal  part  of  providing  their  programs,  must  open  up  the  bidding 
on  these  goods  and  services  to  corporations  from  the  other  two  countries. 

Governments  must  offer  the  equivalent  of  national  treatment  to  these  non-national 
companies.  In  other  words,  governments  must  treat  companies  from  the  other  two 
countries  as  if  they  were  from  their  own  country.  That  means  of  course,  that 
government  procurement  policies  cannot  favour  local  or  regional  companies  to 
enhance  economies  or  job  markets,  or  to  help  particular  regions  or  communities. 
Why  have  a  government  in  the  first  place  if  it  can't  direct  its  energies  at  bettering 
the  lives  of  its  constituents? 

Article  1202  of  NAFTA  says: 

'1)  Each  Party  shall  accord  to  service  providers  of  another  Party 
treatment  no  less  favourable  than  that  it  accords,  in  like 
circumstances,  to  its  own  service  provkjers; 

"2)  The  treatment  provided  by  a  Party  under  paragraph  1  means, 
with  respect  to  a  state  or  province  treatment  no  less  favourable  than 
the  most  favQurabie  treatment  accorded,  in  Ilka  circumstance,  by 
such  state  or  province  to  service  providers  of  the  Party." 

The  Treaty  then  goes  on  to  further  enhance  the  rights  of  companies  in  cross- 
bonder  bkiding  In  goods  and  servk^es.  Countries  are  not  allowed  to  require 
companies  from  outside  their  borders  to  set  up  any  kind  of  an  operation  within  the 
country  under  the  'right  of  estabiishmenf  provisran.  l^  office  can  be  required. 
No  contributran  needs  to  be  made  to  the  local  economy.  No  return  to  a  community 
is  required,  for  the  money  made  from  that  community.  Carpet-bagging  Is  elevated 
to  a  protected  status.  A  U.S.  or  Mexican  company  can  make  its  profits  in  Canada, 
and  leave  absolutely  notMng  behind. 

The  sactk)n  on  Crown  Coiporations  specifically  applies  the  new  rules  of 
procurement  to  them  at  weH  Govemnrant  agendts  woukJ  no  k)nger  be  permitted 
to  use  local  purchasing  as  an  economic  devetopment  tool. 

Any  Imitations  that  might  inWaUy  exist  on  these  provisions  are,  as  we've  seen, 
quite  limited,  temporary,  and  capable  of  nwving  only  in  ttie  one  direction:  more 
rights  tor  companies,  not  less. 
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h)       Professional  atandarda 


Many  public  sector  workers  are  members  of  various  professional  bodies,  or  are 
engaged  in  the  regulation  of  professional  standards.  There  is  a  "sleeper*  provision 
in  the  NAFTA,  which  causes  us  real  concern  in  relation  to  these  standards. 

Annex  1210  of  the  agreement  calls  for  the  development  of  mutually  acceptable 
professional  standards  and  criteria,  and  seeks  common  standards  in  the  areas  of 
conduct  and  ethics,  professional  development,  and  re-certification  and  scope  of 
practice.  The  Annex  asks  the  bodies  responsible  for  certifying  professionals  to 
provide  recommendations  on  mutual  recognition. 

There  is  a  further  requirement  that  provisions  relating  to  the  licensing  and 
certification  of  "nationals  of  another  Party"  be  "based  on  objective  and  transparent 
criteria,  such  as  competence  and  the  ability  to  provide  a  service...  and  does  not 
constitute  a  restriction  on  the  cross-border  provision  of  a  service."  After  two  years 
there  can  be  no  citizenship  or  even  residency  requirement  for  certification  of 
professionals. 

This  whole  development  is  a  tremendous  infringement  on  provincial  rights  in 
Canada,  provinces  being  the  competent  authority  in  the  field  of  professional 
certifications.  Certainly  the  three  countries  involved  in  NAFTA  have  different 
cultures  with  respect  to  such  matters  as  education  or  health  care  or  many  other 
professions.  There  are  also  different  philosophies  and  different  histories,  both  of 
which  might  require  differences  in  standards  to  prevail. 

Is  all  of  this  to  be  swept  aside  in  favour  of  the  homogenization  required  by  a 
borderless  mari<etplace? 


I)        Health  QW 

Canada  has  already  seen  a  painful  -<  and  expensive  ~  example  of  how  NAFTA 
limits  the  authority  of  our  national  government,  in  the  1 987  and  1 993  amendments 
to  our  national  dnig  patent  legislation. 

It's  useful  to  provide  a  bit  of  background  to  understand  this  more  fully,  in  the  eariy 
1960s.  Canadian  prescription  dmg  prices  were  among  the  highest  in  the 
industrialized  worid.  Concern  over  this  untenable  situation  resulted  in  a  number 
of  studies  and  investigations  that  concluded  that  Canadians  were  paying  too  high 
a  price  and  that  patent  protection  resulted  in  monopoly  pricing. 


20 


116 


In  response  to  this  situation,  the  government  of  the  day  acted  to  break  the 
monopoly  pricing  practices,  by  way  of  a  1969  amendment  of  the  Patent  Act 
providing  for  the  compulsory  licensing  of  pharmaceuticals. 

The  1 969  amendment  was  not.  as  our  current  government  wants  Canadians  to 
believe,  a  mistal^e  that  made  Canada  a  pariah  in  the  international  community.  On 
the  contrary,  given  monopoly  pricing  practices,  the  industry  got  off  lightly  given  that 
patent  protection  could  have  been  abolished  altogether. 

The  compulsory  licensing  system  prevailed  until  1987,  when  our  cun'ent  federal 
government  adopted  Bill  C-22.  Contrary  to  what  the  government  alleged  at  the 
time,  that  piece  of  legislation  was  closely  tied  to  the  FTA  -  something  the  official 
U.S.  government  summary  made  clear,  when  it  noted  that  Canada  had  made  a 
specific  commitment  in  the  FTA  negotiations  to  pass  the  bill. 

Compulsory  licensing  of  pharmaceutical  products  had  served  Canada  well.  It 
promoted  health  in  a  general  well  being  of  all  Canadians,  and  there  was  no 
evidence  at  all  that  giving  increased  patent  protection  to  brand  name 
manufacturers  would  do  anything  to  improve  health  care  outcomes.  Moreover,  the 
system  provided  an  opportunity  for  the  development  of  a  Canadian  generic  drug 
industry,  and  provided  considerable  savings  to  Canadian  consumers  and 
taxpayers. 

Over  the  years  brand  name  drug  manufacturers  also  enjoyed  profits  from  their 
Canadian  operations  that  were  the  envy  of  most  industries  in  Canada. 

Nevertheless,  earlier  this  year,  in  advance  of  the  conclusion  of  NAFTA,  the  patent 
protection  system  was  exparnJed  even  more  through  a  new  piece  of  legislation,  Bill 
C-91 .  As  a  result  of  the  extension  of  the  trade  provisions  to  Intellectual  Property 
Rights,  the  Canadian  government,  through  Bill  C-91,  extended  patent  protection 
for  drug  manufacturere  from  10  to  20  years.  It  used  to  be  that  after  10  years 
generic  dmg  manufacturers  could  produce  generic  drugs  at  huge  savings,  with  a 
license  fee  to  the  original  manufacturer.  Extension  of  the  ban  on  such  generic 
dnjgs  to  20  years,  In  anticipation  of  NAFTA,  will  cost  Canadian  consumers, 
employers,  and  provincial  governments  literally  billions  of  dollars  more. 

In  addition,  the  new  environment  mandated  by  Bill  C-91  threatens  the  very  viability 
of  Canada's  generic  dnjg  industry.  At  the  same  time,  the  legislation  will  further 
enhance  the  profitability  of  an  Industry  which  Forturie  magazine  has  described  as 
having  "enjoyed  the  fattest  profits  in  big  business".** 


SubnUiitonto  th«  Stantsno  Sanaa  CqwwMm  on  BinklnQ.  Trsd«  and  Comrtwfce  t>v  tht 
National  Union  o<  PubHc  and  Qanarai  Emelovaaa.  January  19, 1983. 
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J)         LImita  en  foulatlon 


Another  concern  is  that  NAFTA  specifically  limits  the  right  of  governments, 
including  provincial  governments,  to  set  njles  on  areas  such  as  health  and  safety, 
environmental  protection,  or  the  like."  While  the  concept  of  such  laws  and 
regulations  is  accepted  as  legitimate,  the  implementation  of  those  laws  and 
regulations  is  subject  to  challenge  if  it  is  argued  that  the  laws  go  beyond  protection 
to  bring  an  unnecessary  banier  to  trade. 

But  further  to  that,  governments  even  have  to  prove  that  their  laws  were  the  least 
trade  restrictive  way  of  achieving  their  objectives. 

The  least  trade  restnctive  method  may  be  least  satisfactory  in  any  number  of  other 
ways.  For  example,  it  might  be  more  expensive,  more  cumbersome  to  administer, 
or  have  unwelcome  side  effects.  No  matter.  The  rights  of  companies  to  an 
unrestricted  tri-national  market  take  precedence. 


IV.     CONCLUSION 

The  North  Amerk^n  Free  Trade  Agreement  has  been  called  a  new  economic 
constitLition  for  the  Americas;  a  bill  of  rights  for  corporations. 

It  contains  several  thousand  pages  of  limits  on  the  rights  of  governments  to  govem 
on  behalf  of  their  citizens. 

The  philosophy  is  that  the  free  flow  of  trade  is  paramount.  Anything  that  interferes 
with  that  free  flow,  even  if  citizens,  k>cai  communities,  and  the  signatory  nations, 
benefit  from  that  "interference',  is  to  be  curtailed. 

The  public  sector  is  seen  as  a  negative,  an  inherently  limiting,  non-conforming  part 
of  the  system.  The  public  sector  is  viewed  as  something  that  has  to  be  shaink, 
its  power  curtailed,  its  scope  weakened,  its  independence  reduced. 

The  existing  Canada-U.S.  Free  Trade  Agreement  has  had  enomious 
consequences  for  Canada.  There  has  been  a  huge  job  and  revenue  loss,  a  huge 
increase  in  costs  for  government  programs,  and  a  marked  effect  on  the  ability  of 
Canada's  governments  to  move  forward  with  new  or  expanded  programs  that 
would  benefit  their  constituents. 


NAFTA,  Aftids  904. 
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NAFTA  will  mak^  all  the  existing  problems  -  the  job  loss,  the  revenue  loss,  the 
limits  on  government  auttiority,  the  limit  on  sovereignty  -  that  much  worse. 

NAFTA  -  which,  we  repeat,  builds  on  the  provisions  of  a  FTA  that  has  already  had 
such  severe  consequences  for  Canada  --  is  not  a  treaty  between  three  countries. 
It  is  a  deal  signed  by  three  countries  on  behalf  of  the  companies  that  operate 
within  their  borders  and  in  other  countries.  It  is  a  deal  that  will  operate  at  the 
expense  of  the  citizens  of  those  three  countries. 

In  our  view,  NAFTA  must  therefore  be  rejected. 


opeiu  22$ 
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TABLE  A 
MANUFACTURING  JOB  LOSSES  AND  ANNUAL  WAGE  LOSSES,  BY  SECTOR 

(JOBS  IN  THOUSANDS,  AND  WAGE  LOSSES  IN  MILLIONS  OF  DOLLARS) 


SECTOR 

JAN.  1989 

JAN.  1992 

LOSS  (GAIN 
SHOWN  IN 
BRACKETS) 

ANNUAL 
WAGE 
LOSS  (GAIN 
SHOWN  IN 
BRACKETS) 

FOOD  AND  BEVERAGE 

224.10 

191.50 

•33 

$  876.9       1 

RUBBER  AND  PLASTICS 

81.00 

55.70 

■25 

$721.5       1 

CLOTHING 

94.70 

61.60 

•33 

S  631.8 

TEXTILES 

66.70 

46.90 

-20 

$482.6 

WOOD  INDUSTRIES 

109.20 

75.10 

-34 

$1006.0 

FURNITURE  AND  FIXTURES 

63.10 

41.40 

■22 

$535.4 

PULP  AND  PAPER 

125.50 

108.70 

■17 

$681.6 

PRINTING  AND  PUBLISHING 

142.00 

114.00 

-28 

$829.9 

PRIMARY  METALS 

99.40 

60.60 

-19 

$762.7 

METAL  FABRICATING 

160.40 

120.00 

-40 

$1250.1 

MACHINERY 

100.40 

77.20 

■23 

$7630 

AIRCRAFT/AIRCRAFT  PARTS 

43.70 

42.00 

-2 

$  78.2 

MOTOR  VEHICLES  AND  PARTS 

128.50 

104.20 

-24 

$1029.6 

ELECTRICAL  PRODUCTS 

129.00 

100.40 

-29 

$1010.4 

NON-METALLIC  MINERAL 

49.10 

39^ 

-9 

$302.3 

PETROLEUM  AND  COAL 

19.40 

22  JO 

(3) 

($  148.9) 

CHEMICALS 

-       97.50 

87  40 

■10 

$  372.8 

SMALLER  SECTORS  (TOTALS) 

167.20 

124^ 

-43 

$1216.9 

GRAND  TOTAL 

1900^ 

1483  J 

-408 

$12402^ 

Sourcaa:  Siatfstfcs  Canada.  Emohvttwit.  Earnings  and  Hours.  January  1969  and  January  1992:  and 

Annual  Eattmalaa  of  EmolomenL  Eaminaa  and  Hours  n983-l992> 

Submtaalon  bv  tho  Canadian  Labour  Conarma  on  ma  North  Amarican  Froe  Trada  Aoreemont 
to  the  Sut>-Comnma  on  IntamaUonal  Trade  of  the  Standha  Comrnlttaa  on  External  Affairs 
and  International  Trade.  January  26,  1993 
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TABLE  B 

ANNUAL  WAGE  LOSSES,  BY  PROVINCE 

ASSOCIATED  WITH  FTA-RELATED  JOB  LOSSES 

OCCURRING  BETWEEN  1989  AND  1992 


1                           PROVINCE 

WAGE  LOSS,  IN  MILLIONS  OF 
DOLLARS 

NEWFOUNDLAND 

$  187.7 

PRINCE  EDWARD  ISLAND 

(a) 

NOVA  SCOTIA 

$228.4 

NEW  BRUNSWICK 

$158.3 

QUEBEC 

$3118.1 

ONTARIO 

$7212.4 

MANITOBA 

$327.9 

SASKATCHEWAN 

$185.5 

ALBERTA 

$364.1 

BRITISH  COLUMBIA 

$619.7 

YUKON/NORTHWEST  TERRITORIES 

0.8 

TOTAL  FOR  CANADA 

$12402.9 

(a)        This  provinn  (Canada's  smallest)  has  a  very  low  population  &as«  and  a  small  latxur 
fores.  TTiseftocts  of  thsFTA  could  thsrsfore  not  bs  separated  out  from  overall  trsnds. 


Sourcm:  Statfstfcs  Canada,  BmBtovtmnt.  Eamnaa  »nd  Houra.  January  1969  ana  January  iBSS;  ana 

Annual  Estimalaa  of  emolamant  Eaminas  and  Hours  (1983- 1992) 

Submiaskmbv  ma  Canadian  Labour  Conaraaa  on  me  North  AmafJcanFraaTraaBAcraaman! 
to  me  Sub-CommitlBe  on  mtamalkxtal  Trada  of  me  Standlna  Convrnttm  on  External  Attain 
and  International  Trade.  January  26.  1993 
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TABLE  C 

DECREASED  TAXATION  REVENUES 

FEDERAL,  PROVINCIAL  AND  LOCAL  LEVELS  OF  GOVERNMENT 

RESULTING  FROM  FTA-RELATED  JOB  LOSSES 

OCCURRING  BETWEEN  1989  AND  1992 


PROVINCE 

INCREASED  ANNUAL  DEFICIT             || 
IN  MILLIONS  OF  DOLLARS                | 

Federal 

government 

Provincial 
government 

Local 
government 

NEWFOUNDLAND 

$    32 

$    31 

$    4 

PRINCE  EDWARD  ISLAND 

(a) 

(a) 

■ 

(a) 

NOVA  SCOTIA 

$    53 

$    35 

$    7 

NEW  BRUNSWICK 

$    33 

$    30 

$    3 

QUEBEC 

$  648 

$  658 

$160 

ONTARIO 

$1737 

$1189 

$371 

MANITOBA 

$    76 

$    55 

$   13 

SASKATCHEWAN 

$    42 

$    40 

$    14 

ALBERTA 

$    86 

$    65 

$   19 

BRITISH  COLUMBIA 

$   151 

$  134 

$   13 

TOTAL  FOR  CANADA 

$2858 

$2237 

$604 

(a)        This  prav(nc0  (Canada's  smallwt)  has  a  veiy  low  population  basa  and  a  small  latMur 
force.  The  affecd  of  thaFTA  ecu  Id  niarefora  not  baMparated  out  from  ovarall  trends. 


Sources:  Slatiatics  CanaOa,  EmpKtvment.  Earnings  and  Hours.  January  1989  and  January  1992:  ana 

Annua/  Estimaias  of  Bmolovtnant.  Eaminaa  and  Hours  (1963- 1992) 

Submlasionbvlha  Canadian  Labour  Conaraaa  on  the  Norm  AmerteanFraaTradB  Agreement 
to  the  Sub-Committee  on  mtamational  Trade  at  Ihm  StanrSna  Comrruttae  an  Extamal  Affairs 
and  intamaHonal  Trade.  January  28,  1993 

PubOc  ktaHtutions  Division,  StaHstca  Canada:  PubSe  Finance  Hisiortcal  Data  1965/66  • 
1991/92.  Catalogue  68-512 


mbetta  Hony.  Fmp  Pekta.  and  Mtchaal  WaUier  Tax  Facta  Eiahl  The  Fraser  Institute.  1992: 
andprees  reteaae  dated  June  10.  1993 
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TABLE  D 
THE  1993  FEDERAL  CHANGES 
TO  CANADA'S  NATIONAL  UNEMPLOYMENT  INSURANCE  PROGRAM: 
THEIR  IMPACT  ON  PROVINCIAL  GOVERNMENTS'  RNANCIAL  POSITIONS 


PROVINCE 

Increase  in 
social 
assistance 
and  welfare 
costs,  in 
millions  of 
dollars 

Decrease  in 
provincial  tax 
revenues,  in 
millions  of 
dollars 

Total 

increase  in 
annual 
provincial 
deficit,  in 
millions  of 
dollars 

NEWFOUNDLAND 

$    16.5 

$  3.2 

$    19.7 

PRINCE  EDWARD  ISLAND 

$     5.3 

$  0.8 

$     6.1 

NOVA  SCOTIA 

$    27.5 

$  4.8 

$    32.3 

NEW  BRUNSWICK 

$    15.6 

$  3.5 

$    19.1 

QUEBEC 

$  202.5 

$  39.4 

$  241.9 

ONTARIO 

$  473.0 

$  61.2 

$  534.2 

MANITOBA 

$    35.0 

$    6.2 

$    41.2 

SASKATCHEWAN 

$    32.5 

$    5.5 

$    38.0 

ALBERTA 

$    92.0 

$    15.7 

$   107.7 

BRITISH  COLUMBIA 

$  117.5 

$    19.7 

$  137.2 

TOTAL  FOR  CANADA 

$  1.017.4 

$  160.0 

$1,177.4 

Soufcw;  Pt9sefUak)ntolh9HoiaeotCamtonaLeQialaliv»Cominim&oiJBillC-113.ArtAettoProvkiB 

hrQcv9nmant  ExoarKihjrB  Restraint  bv  ih«  Cm^aaan  LatMurConanss.  Man^  11^  1993 


PuUk!  InamuVona  DMahn.  Statues  Canaeii.-    Public  Fmanea  mtorte^  Data  196S/66  • 
1991/92.  Catakjoue  68-8t2 

PtjbOc  Sar^ca  AKance  of  Canada/Canada  Bmploymant  and  knmlgraaon  Union,  for  a  Juat 
Cause:  A  Ul  Han^ook  Pnxtueaa  by  WorHaia  (or  Workara'.  1993 
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Mr.  CONYERS.  Well,  it  is  a  pleasure  to  listen  to  you.  We  have 
been  rejoined  by  Carolyn  Maloney  of  New  York,  and  Steve  Horn  of 
California. 

I  thank  you  very  much,  both  of  you. 

I  have  a  few  questions  that  if  you  will  just  note  them,  they  are 
simplistic  in  nature.  The  ones  you  choose  to  respond  to,  do,  and  the 
ones  you  don't,  we  won't  hear  anything  about  them. 

The  problem  of  illegal  drugs  and  abuse  of  drugs  in  this  country 
probably  ends  up  as  one  of  the  top  concerns  among  American  citi- 
zens in  the  polls  taken,  and  I  would  like  to  invite  any  concerns  that 
you  may  have  that  this  agreement  may  indirectly  complicate  that 
problem  in  the  United  States  or  with  the  law  enforcement  agencies 
that  are  charged  with  investigating  and  prosecuting  those  that  are 
involved  in  this  problem. 

In  Canada  and  in  Mexico,  what  do  you  perceive  to  be  the  level 
of  concern  among  the  citizenry  about  this  North  American  Free 
Trade  Agreement? 

What  conclusions  can  we  come  to  about  the  fact  that  the  world 
economy  is  generally  stagnating,  in  some  places  in  decline,  and 
how  might  this  be  affected  by  NAFTA? 

And  although  I  suppose  we  are  not  supposed  to  think  about  it, 
what  impact  does  this  have  on  the  collective  bargaining  movement, 
the  union  movements  in  the  countries  that  would  be  parties  to  such 
an  agreement  that  is  under  examination? 

Is  there  an  anachronism  between  this  notion  of  dividing  the 
world  into  competing  economic  regions  and  the  whole  notion  that 
we  are  now  in  a  global  village  in  which  high  technology,  increased 
communications  has  all  made  us  more  independent  and  the  planet 
itself  a  smaller  place  for  us  to  exist,  thereby  being  more  affected 
now  by  events  and  activities  that  go  on  in  places  outside  of  our  own 
particular  borders? 

I  would  like  each  of  you  to  alternate  in  a  rather  brief  conversa- 
tion about  these  concerns  that  have  struck  me  as  a  result  of  your 
testimony  today. 

Ms.  Chavez-Thompson.  The  only  point  I  would  like  to  make  is 
in  regards  to  the  collective  bargaining  process.  I  think  at  this  point 
in  time  we  are  looking  at  give-backs.  We  are  talking  about  cutting 
benefits  that  have  already  been  negotiated.  The  layoffs,  as  I  men- 
tioned, and  I  think  collective  bargaining  agreements,  to  some  ex- 
tent, would  almost  be  in  the  situation  of  null  and  void  given  that 
they  are  based  on  negotiations  for  wages,  negotiations  for  due  proc- 
ess for  the  employees. 

They  don't  have  collective  bargaining  in  Texas.  It  is  a  right-to- 
work  State,  and  public  employees  don't  have  the  right  of  collective 
bargaining  in  Texas.  But  my  familiarity  would  be  that  the  collec- 
tive bargaining  process  would  not  be  helped  at  all  as  far  as  public 
employees  are  concerned. 

Mr.  Brown.  Well,  sir,  let  me  try  and  give  at  least  a  brief  stab 
at  a  number  of  your  questions. 

The  illegal  drugs  one  is  one  that  I  am  very  unfamiliar  with.  My 
drugs  of  choice  are  all  legal.  But  I  do  suggest  that  if  the  border  is 
open  to  everything  but  illegal  substances,  that  you  are  going  to 
have  a  lot  more  illegal  substances  coming  through  just  because  the 
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border  is  otherwise  porous.  That  seems  to  me  to  be  fairly  self-evi- 
dent. Beyond  that  I  am  not  competent. 

In  Canada,  the  level  of  concern  about  NAFTA  is  that  the  major- 
ity of  people,  clear  majority,  somewhere  in  the  order  of  60  to  67 
percent,  depending  on  which  poll  you  read,  are  absolutely  opposed 
to  NAFTA  being  implemented. 

Mr.  CoNYERS.  Was  the  change  of  your  leadership  in  Canada  im- 
pacted in  some  way  by  these  international  trade  agp'eements? 

Mr.  Brown.  Yes,  no  question  about  that.  I  think  even  in  the  view 
of  the  conservative  party  that  is  still  in  government,  Brian 
Mulroney,  the  former  Prime  Minister  had  no  choice  to  resign  if  he 
didn't  want  to  get  buried  in  a  avalanche.  He  was  going  to  lose  his 
seat  and  probably  most  of  the  seats  of  the  governing  party,  so  he 
had  to  get  out  of  the  way. 

It  was  because  the  people  have  seen  the  devastation  caused  by 
the  original  free  trade  agreement  to  our  country,  they  don't  like  the 
NAFTA,  and  incidentally,  don't  like  a  number  of  other  economic 
policies  that  he  put  into  place. 

We  have  still  got,  I  should  say,  a  clear  majority.  I  think  the  last 
figure,  and  I  am  not  absolutely  sure,  but  it  is  in  the  area  of  55  per- 
cent of  the  population  of  Canada  still  doesn't  like  the  original  free 
trade  agreement,  still  thinks  it  was  a  bad  economic  move  for  our 
government. 

Mr.  CoNYERS.  The  United  States-Canada  Treaty? 

Mr.  Brown.  Yes. 

Mr.  CoNYERS.  Which  is  still  in  effect. 

Mr.  Brown.  Yes,  very  much  so,  and  still  affecting  our  govern- 
ments every  day.  So  we  have  got  the  majority  of  our  population 
that  doesn't  like  the  original  deal.  A  larger  majority  doesn't  like 
NAFTA  and  doesn't  want  our  government  to  get  involved  in  it.  And 
one  of  the  reasons  for  Mulroney  having  to  resign  was  clearly  that, 
the  people's  response  to  it. 

We  get  different  views  about  the  position  of  the  Mexican  people 
on  NAFTA,  and  I  don't  really  want  to  even  stab  at  that  one  be- 
cause it  would  be  unfair. 

The  world  economy  is  in  relatively  bad  shape.  Whether  or  not 
this  is  a  sensible  time  to  be  entering  into  trade  agreements  that 
give  less  power  to  government  to  govern  and  more  power  to  private 
companies  to  move  wherever  they  want,  and  do  whatever  they 
want,  is,  I  think,  a  very  important  question. 

It  is  of  some  interest  to  me  that  those  countries  that  have  more 
of  a  role  by  their  governments  in  directing  the  affairs  of  their 
economies  are  those  countries  that  are  doing  oetter  now,  and  those 
governments  where  they  have  moved  to — opted  for  the  pure  sort  of 
free  market"  philosophy,  are  those  countries  that  are  (^ing  worse. 
And  it  seems  to  me  that  we  might  draw  some  lessons  out  of  that 
the  same  way  we  were  forced  to  do  in  the  original  dirty  thirties 
when  we  haa  to  find  out  that  government  programs  and  interven- 
tion in  the  economy  was  not  a  bad  thing.  It  was  in  fact  required. 

It  was  very  clear  to  me  that  what  we  have  had  in  the  last  decade 
is  the  great  experiment  that  has  failed  because  we  had  Margaret 
Thatcher.  We  had  Mr.  Reagan  and  Mr.  Bush.  We  had  policies  of 
our  governments  in  Canada  all  heading  in  the  same  philosophical 
direction.  This  was  that  the  marketplace  should  rule,  governments 
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should  get  out  of  the  market,  should  get  out  of  governing  the  econ- 
omy. And  what  they  have  done  is  create  basket  cases  in  most  of 
the  economies  we  are  dealing  with.  We  are  all  in  worse  shape  than 
we  were  before. 

And  those  economies — I  remember  reading  about  a  month  ago 
that  the  Government  of  Japan  was  intervening  by  some  $17  bilHon 
or  something  into  their  economy  because  their  unemployment  rate 
got  to  over  2  percent  and  they  found  it  necessary  to  have  a  critical 
reaction  to  that. 

Well,  our — ^if  we  ever  hit  2  percent,  all  of  our  folks  would  think 
they  had  died  and  gone  to  heaven,  because  we  haven't  seen  that 
for  decades. 

What  is  the  impact  on  collective  bargaining?  I  am  able,  I  am 
afraid,  to  be  completely  nontheoretical  about  that  and  give  you 
practical  examples. 

Collective  bargaining  in  our  country  has  been  affected  adversely 
by  the  original  trade  agreement.  We  have  had  unions  that  have 
been  forced  to  give  concessions  on  the  basis  that  if  they  didn't,  the 
plant  was  going  to  close  and  move  to  a  State,  one  of  the  States. 

We  have  had  public  sector  unions 

Mr.  CONYERS.  The  United  States? 

Mr.  Brown.  One  of  the  States  of  the  United  States,  yes,  were  the 
specific  threats  that  said,  we  are  going  to  move  to  this  place,  and 
not  surprisingly,  most  of  those  threats  were  based  on  right-to-work 
States.  That  would  be  the  end  location. 

We  have  had  companies  that  have  pulled  up  and  just  simply  lefl 
in  the  middle  of  the  night  because  they  were  in  bargaining  disputes 
with  their  employees.  They  simply  put  the  plant  in  a  truck  and 
moved  it  to  the  United  States,  one  of  the  States.  We  have  had  all 
kinds  of  impact  in  the  private  sector  and  in  the  public  sector,  and 
as  a  result  of  the  huge  revenue  impact  of  the  original  trade  agree- 
ment, we  have  governments  now  that  are  running  roughshod  over 
the  rights  of  their  public  employees  to  bargain. 

We  have  collective  agreements  rolled  back  by  legislation.  We 
have  had  collective  agreements  frozen  by  legislation. 

We  could  give  you  chapter  and  verse  of  now  much  worse  collec- 
tive bargaining  is  in  our  country  as  a  direct  result  of  the  original 
trade  agreement. 

And  the  final  question,  it  would  be  difficult  to  answer  satisfac- 
torily in  less  than  a  long  time.  But  it  seems  to  me  that  the  argu- 
ment that  the  world  is  turning  into  an  economic  global  village  is 
only  partially  right.  There  is  a  certain  element  of  that,  true.  You 
can  now  fly  around  the  world.  You  couldn't  before  and  so  on.  The 
world  is  getting  smaller  in  that  metaphysical  sense,  but  those  coun- 
tries that  are  doing  the  best  now  are  those  countries  where  govern- 
ments are  meeting  their  obligation  to  their  citizens  to  govern  on 
their  behalf.  It  doesn't  mean  that  you  have  to  be  protectionist.  It 
doesn't  mean  that  you  have  to  sort  of  keep  everything  out  at  the 
border.  It  doesn't  mean  that  you  have  to  have  absolute  rules  that 
are  restrictive.  It  does  mean  that  you  have  to  say  that  the  rights 
of  your  citizens  come  first,  and  the  rights  of  your  companies  have 
to  be  governed  by  the  rights  of  your  citizens,  and  what  our  govern- 
ments— our  three  governments  are  now  giving  away  is  precisely 
that  right. 
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They  are  giving  away  the  right  to  have  any  control  over  the  com- 

f>anies  that  do  business  in  our  three  countries,  and  the  global  vil- 
age  is  a — it  is  a  nonsequitur.  It  is  an  answer  that  doesn't  apply 
to  the  problem.  The  global  village  is  not  met  by  countries  giving  up 
the  right  to  govern.  What  we  have  got  is  2,000  pages  of  rules  that 
says,  nere  is  what  governments  in  our  three  countries  can  no 
longer  do;  2,000  pages  that  go  through  you  can't  do  this,  you  can't 
do  that,  you  can't  do  the  other  thing.  None  of  that  in  there  is  what 
they  can  do,  because  they  could  do  that  before.  They  don't  need  a 
trade  agreement  to  govern,  so  it  is  all  restrictions,  2,000  pages  of 
it. 

Well,  that  isn't  helping  any  of  our  citizens  to  deal  with  the  global 
impact. 

Mr.  CoNYERS.  Thank  you  so  much.  Steve. 

Mr.  Horn.  Thank  you,  Mr.  Chairman.  I  have  two  questions,  one 
for  each  of  you.  Vice  President  Chavez-Thompson,  you  come  from 
one  of  the  major  unions  in  this  country  with  probably  more  clout, 
if  you  will,  than  a  whole  group  of  Members  of  Congress  put  to- 
gether, so  my  concern  is,  since  I  think  you  raised  very  legitimate 
concerns  about  the  treaty,  as  I  think  a  number  of  groups  do,  to 
what  extent  have  you  been  able  to  communicate  those  concerns  to 
the  U.S.  Trade  Representative,  other  representatives  of  the  admin- 
istration, and  to  what  extent  have  your  questions  been  answered 
and  has  that  answer — one,  have  they  been  answered?  Two,  has 
that  answer  satisfied  you? 

Ms.  Chavez-Thompson.  Mr.  Chairman,  let  me  point  out  to  you 
that  in  reaching  out  to  the  AFSCME  leadership,  oftentimes  we 
have  been  told  we  hurt  for  our  brothers  and  sisters  of  the  lUE,  or 
the  UFCW,  or  steelworkers,  or  UAW  who  may  lose  jobs,  but  right 
now  we  are — we  have  got  other  problems  that  we  have  to  deal 
with,  so  it  is — we  will  send  somebody  to  the  meeting  and  we  will 
be  there  to  support  the  rally  against  the  NAFTA,  but  a  lot  of  our 
leadership  has  not  fully  become  cognizant  of  the  effects  of  NAFTA 
on  public  employment. 

The  job  that  I  have,  as  well  as  other  people  within  our  inter- 
national union,  has  been  to  communicate  to  the  leadership  of 
AFSCME,  the  international  executive  board  that  will  be  addressing 
this  issue,  hopefully  in  September,  as  to  how  we  are  going  to  be 
affected,  and  then  we  will  begin  to  push  for  meetings  with  the  U.S. 
Trade  Representative,  with  the  administration  as  to  how  we  feel 
and  what  we  hope  we  will  do  to  make  the  Congress  realize  this  is 
not  just  a  private  sector  problem,  but  a  pubhc  sector  employee 
problem  that  will  have  to  be  addressed. 

I  cannot  tell  you  everything  that  has  been  done.  Our  staff  cer- 
tainly has  been  working  through  the  legislation  department  on  ad- 
dressing these  concerns,  but  I  can't  tell  you  that  everywhere  within 
this  big  international  union  this  has  been  a  priority  with  us.  It  will 
be  as  far  as  I  am  concerned  from  this  day  forward. 

Mr.  Horn.  Well,  it  sounds  as  though  we  have  not  honed  the 
problems  down  precisely  and  sought  an  answer  and  had  a  specific 
response  is  the  way  I  am  reading  that  answer,  and  that  is  fine.  It 
is  just  that  I  have  to  believe  if  you  have  got  a  problem  with  some 
proposed  action,  you  ought  to  deal  with  it  piece  by  piece,  and  let 
me  give  you  an  example.  Unfortunately,  it  doesn't  apply  to  the  situ- 
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ation  you  have  testified  on,  although  it  might  relate  a  little  bit  to 
a  question  I  am  going  to  ask  Mr.  Brown. 

I  hear,  when  I  meet  with  groups  in  the  Teamsters  Union  and 
others  in  Southern  California,  the  following  example:  The  worry 
that  if  NAFTA  is  approved  between  the  United  States  and  Mexico, 
you  will  have  truck  drivers  licensed  in  Mexico  come  across  the  bor- 
der, deliver  a  load  to  the  port  of  Long  Beach  or  the  port  of  Los  An- 
geles, both  of  which  are  in  my  congressional  district,  and  instead 
of  returning  to  Mexico,  they  will  then  deliver  loads  all  over  the 
United  States  with  that  license. 

That  is  a  legitimate  concern,  I  think,  and  I  have  discussed  this 
with  Mr.  Kantor  and  suggested  to  him  he  ought  to  get  an  action 
desk  where  these  things  can  be  dealt  with.  He  is  pleading  budg- 
etary problems  and  I  am  sorry  I  wasn't  here  this  morning  when  I 
could  ask  the  Deputy  U.S.  Trade  Representative  that  problem.  But 
these  are  things  we  ought  to  know;  is  it  true  or  isn't  it  true. 

Does  State  licensure  count  for  anything  in  this  country  or  doesn't 
it  once  we  have  approved  NAFTA.  So  that  is  one  concern.  That  is 
the  kind  of  example  I  am  thinking,  which  leads  me,  Mr.  Brown,  to 
the  question  I  have  for  you. 

You  mentioned  the  professional  standards  provision  in  the  Cana- 
dian-United States  agreement.  That  is  a  very  legitimate  concern. 
Let  me  ask  you  if  the  following  is  an  analogy.  We  are  talking  about 
San  Diego,  CA,  or  Detroit.  You  obviously  are  in  relation  to  Detroit. 
As  you  interpret  that  agreement,  does  that  mean  doctors  licensed 
by  the  State  of  Michigan,  nurses  licensed  by  the  State  of  Michigan 
could  easily  cross  the  border  and  work  in  Canada  and  vice  versa, 
doctors  and  nurses  in  Toronto  or  whatever  the  border  cities  are  to 
Michigan  and  the  other  Northern  tier  States  as  far  as  Maine  could 
come  across  the  border  freely?  And  is  that  a  concern  as  you  inter- 
pret that  provision? 

Mr.  Brown.  The  answer  is,  yes,  but  on  a  staged-in  basis.  What 
we  will  find  is  that  within  about  3  years  the  answer  will  be  pre- 
cisely, yes.  The  day  that  NAFTA  is  signed  by  our  three  countries, 
if  God  forbid  that  should  come  to  pass,  we  won't  have  professionals 
able  to  cross  the  border  the  next  morning.  But  within  2  or  3  years, 
we  will.  The  professional  standards  will  be  harmonized  and  the 
right  of  residency  requirements,  the  right  of  national  citizenship  re- 
quirements will  have  to  be  eliminated  on  the  terms  of  the  agree- 
ment. 

So  on  a  phased-in  basis,  yes,  we  will  be  able — we  will  see  that 
happen  and  it  is  more  of  a  concern  than  just — and  I  don't  mean  to 
minimize  the  concern,  but  it  is  more  than  a  concern  just  doctors 
being  able  to  move  back  and  forth  across  the  border  and  so  on. 
What  we  are  talking  about  is,  for  example,  education. 

Now,  presumably  the  United  States  for  its  States  at  least  have 
developed  their  educational  systems  the  way  they  want  them  devel- 
oped. They  have  developed  them  according  to  certain  philosophies 
and  histories  as  our  provinces  have.  We  want  to  keep  that,  at  least 
our  citizens  do,  and  we  don't  necessarily  think  that  we  want  to 
have  Mexican  or  American  teachers  be  able  to  move  across  the  bor- 
der and  teach  our  kids  according  to  a  standard  that  has  been  har- 
monized. And  that  is  no  disrespect  to  your  educational  system  or 
the  Mexican  one.  It  is  simply  a  reflection  of  our  own  view  of  how 
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we  value  the  systems  that  we  have  developed,  and  our  ability  to 
do  that  will  be  seriously  jeopardized  by  this  NAFTA  thing. 

Could  I 

Mr.  Horn.  Before  you  leave  that,  obviously  the  question  comes 
on  the  word  "harmonize"  as  to  what  is  the  process  by  which  this 
would  be  harmonized  under  the  agreement.  For  example,  Califor- 
nia and  most  of  our  States,  all  of  our  States,  handle  licensure  for 
professional  fields  such  as  doctors,  nurses,  technicians  of  one  sort 
or  another  in  the  health  care  area  and  that  is  strictly  a  State  mat- 
ter. So  do  you  foresee,  then,  the  various  provinces  within  Canada 
doing  that  or  do  you  see — and  does  it  happen  that  way  in  Canada 
where,  say,  one  province  licenses  doctors  a  different  way  than  the 
other,  or  is  it  a  national  standard  in  Canada? 

Mr.  Brown.  No,  it  is  exactly  the  same  system  you  have. 

Mr.  Horn.  So  we  are  talking  about  either  province.  State  rela- 
tionships have  to  be  hammered  out  in  that  agreement  or  you  are 
saying  it  is  going  to  gravitate  to  a  central  government  agreement 
because  in  essence  that  is  the  negotiation  process  between  the 
countries? 

Mr.  Brown.  In  effect,  what  you  are  raising  is  an  unanswerable, 
an  unanswered  question  on  the  face  of  the  agreement.  What  the 
agreement  says  is  very  precise,  that  although  this  is  an  agreement 
between  Federal  bodies,  that  the  provincial  governments,  and  your 
State  governments,  are  to  be  affected.  Notwithstanding  the  com- 
ments we  heard  this  morning  from  witnesses,  the  face  of  the  agree- 
ment says  that,  and  it  says  that  in  an  area  where  our  Federal  Gov- 
ernments have  agreed,  even  though  they  have  no  jurisdiction,  that 
certain  things  will  come  to  pass. 

So  one  can  only  assume,  as  you  do,  two  possible  outcomes.  Either 
that  there  will  be  a  violation  of  the  trade  agreement — if  your  State 
of  California  doesn't  get  together  with  our  VC  and  however  it 
works  in  Mexico,  that  that  will  be  a  violation  of  the  trade  agree- 
ment if  they  don't  do  that,  or  that  the  Federal  Governments  in  our 
three  countries  will  step  in  to  enforce  it  and  make  sure  it  happens. 

Neither  of  those  outcomes  is  specified  in  the  agreement.  But  the 
agreement  is  absolutely  clear  that  the  governing  agencies  in  the 
three  countries,  which  are  not  the  jurisdiction  of  the  governments 
that  signed  the  document,  will  get  together,  will  harmonize  the 
standards,  will  eliminate  residency  requirements,  will  eliminate 
nationality  requirements.  That  much  is  very  clear.  How  they  expect 
it  to  happen  is  not  clear. 

Mr.  Horn.  So  conceivably,  this  could,  by  changing  standards, 
harmonizing  might  mean  for  some,  a  "lowering"  of  standards.  That 
is  your  example  of  the  public  school  system,  and  that  would  mean 
that  perhaps  people  less  educated  in  America,  Mexico,  or  Canada 
could  move  across  whatever  relevant  border  provided  a  greater  op- 
portunity for  job  upward  mobility  despite  the  level  of  their  edu- 
cation? And  I  take  it  that  is  part  of  the  concern  you  are  expressing. 

Mr.  Brown.  Quite  frankly  the  concern  isn't  so  much  about  more 
as  it  is  about  less. 

Mr.  Horn.  What  I  am  getting  at  in  this  is  you  fear  the  possibility 
of  an  American  influx  in  hard-to-get  jobs  in  your  country  once 
NAFTA  is  harmonized? 
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Mr.  Brown.  Well,  that  is  only  one  aspect  of  our  concern.  In  fact, 
it  is  probably  the 

Mr.  Horn.  I  understand.  I  have  to  deal  with  it  piece  by  piece. 
I  understand  that,  but  that  is  one  of  your  legitimate  concerns,  is 
it  not? 

Mr.  Brown.  It  is  one  of  the  aspects  of  our  concern  about  that 
professional  standard.  But  let  me  just  for  a  minute  raise  a  much 
more  profound,  I  think,  concern,  which  is  not  to  deal  with  the  ques- 
tion of  lesser  standards,  because  that  may  be  in  the  eye  of  the  be- 
holder what  is  less,  but  that  they  are  different,  and  our  standards 
are  different  than  yours.  Yours  may  be  higher  for  all  I  know.  Pick 
a  field.  We  have  700  different  professional  organizations  that  have 
licensing  standards.  I  don't  care  particularly  whether  they  are 
higher  or  lower  for  the  sake  of  this  argument,  but  I  do  care  that 
they  are  different  and  that  our  jurisdictions  have  decided  that 
there  will  be  a  certain  set  of  standards  to  accommodate  our  needs 
the  way  we  want  it  to  as  a  country  or  as  a  province.  That  is  what 
I  fear  being  not  eroded,  but  being  taken  away,  and  whether  or  not 
yours  are  higher  or  lower  is  of  some  interest.  If  you  were  demon- 
strably lower,  it  would  be  of  some  concern. 

But  whether  they  are  higher  or  lower,  the  fact  that  they  are  in 
a  different  place  is  of  more  interest  to  me  because  we  don't  want 
necessarily  to  have  your  education  system,  however  good  it  is,  you 
show  me  your  best  State  and  I  don't  necessarily  want  that  system, 
thanks  very  much,  because  we  have  developed  one  that  by  and 
large  has  worked  for  our  purposes  and  I  am  sure  you  feel  the  same 
way. 

Why  should  all  of  those  sort  of  be  smooshed  together  under  a 
trade  agreement? 

Mr.  Horn.  My  last  point,  and  then  we  have  to  leave,  is  in  a  Fed- 
eral system,  which  is  both  what  we  have  and  what  you  have,  what 
you  have  in  your  country  is  rational  but  some  of  the  processes  can't 
do  it  for  all.  Our  interstate  compacts  where  States  willingly  have 
a  choice  of  coming  together,  trying  to  negotiate  a  sensible  policy 
among  themselves  without  the  Federal  Government  telling  them 
what  to  do,  and  then  if  they  sign  up  and  it  is  agreed,  that  number 
of  States  or  those  States  abide  by  that  compact.  Not  everybody  has 
to  agree,  just  those  that  agree.  That  is  the  way  they  handle  that 
particular  problem.  Is  that  not  a  possible  way  to  work?  We  do  that 
how.  It  is  simply  that  now  we  do  it  with  Canada. 

Mr.  Brown.  Sir,  the  United  States,  the  last  time  I  checked,  was 
approximately  250  million  people  and  we  are  approximately  25  and 
one  of  our  Prime  Ministers  likened  that  to  a  mouse  sleeping  with 
the  elephant.  Every  time  the  elephant  twitches,  we  feel  it.  It  may 
be  theoretically  true  that  our  province  of  Newfoundland,  for  exam- 
ple, with  150,000  people  will  be  able  to  say,  we  are  going  to  opt 
out  of  this  system  voluntarily.  We  are  not  going  to  have  those 
standards. 

But  I  suggest  to  you  that  the  realistic  alternative  for  them  is  not 
to  say  we  are  going  to  opt  out,  suffer  all  of  the  slings  and  arrows 
that  will  result  because  we  are  violating  the  trade  agreement,  I 
don't  think  so,  sir.  I  think  what  will  happen  is  that  there  will  be 
enormous  pressure  on   us,  enormous  pressure  on   some  of  your 
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smaller  States,  however  much  they  value  their  own  systems,  to  opt 
in,  to  play  the  game. 

When  you  have  got  that  kind  of  a  market  out  there,  all  ot  the 
pressure  from  that  being  directed  toward  you,  your  ability,  your 
Ohios  or  your  Rhode  Islands  or  your  smaller  States,  however  many 
there  are,  are  going  to  find  it  as  difficult  as  our  Prince  Edward  Is- 
lands do  with  120,000  people  in  its  population.  PEI  is  going  to  tell 
the  rest  of  North  America  to  take  a  hike  on  some  standards?  Pos- 
sible, I  grant  you. 

Mr.  Horn.  Thank  you.  Thank  you,  Mr.  Chairman. 

Mr.  CoNYERS.  Well,  thank  you  very  much,  Steve  Horn.  Mrs. 
Carolyn  Maloney. 

Mrs.  Maloney.  Thank  you,  Mr.  Chairman,  and  thank  you  for 
holding  this  hearing  on  really  a  very  underexplored  area  of 
NAFTA,  the  government  procurement  area,  and  I  think  it  has  very 
much  taken  a  back  seat  to  many  of  the  other  problems  that  have 
been  focused  on.  In  this  report  on  part  4  on  government  procure- 
ment, it  shows  a  tremendous  disparity  or  unevenness  in  treatment 
of  the  governments.  I  cite  that  the  threshold  for  the  majority  of 
contracts  for  the  United  States  would  be  at  $50,000,  yet  for  Mexico, 
it  would  be  at  $250,000.  Therefore,  the  Mexican  and  Canadian  Gov- 
ernments could  bid  on  our  contracts  at  a  much  lower  threshold. 
Whereas  100  percent  of  our  market  is  open  to  competition,  only  50 
percent  of  Mexico's  and  80  or  90  percent  of  Canada's.  Likewise  the 
Federal  procurement  dollars  are  much  larger  for  the  United  States 
at  $65  billion.  Mexico  is  $15  billion  and  Canada  is  $8  bilHon.  At 
year  one  we  are  opened  to  competition  whereas  we  wait  a  long 
time,  I  think  it  is  10  years,  if  I  remember  correctly,  before  their 
markets  open. 

So  I  feel  very  strongly,  Mr.  Chairman,  that  your  hearing  today 
has  shown  that  the  government  procurement  area  is  clearly  a  very 
underexplored  area  where  the  ramifications  can  be  extremely  far- 
reaching.  Fast  track  has  been  approved,  I  did  not  vote  for  it.  I 
thought  we  should  reserve  our  right  to  comment  on  the  negotia- 
tions and  that  we  as  a  body  can't  open  it,  yet  our  committee  has 
direct  oversight  on  procurement  and  I  would  like  to  recommend, 
Mr.  Chairman,  that  we  write  the  administration  and  ask  them  to 
renegotiate  and  open  the  area  of  government  procurement. 

These  amounts  are  devastating.  They  can  bid  on  our  contracts 
with  a  $50,000  threshold  and  we  can't  bid  on  theirs  until  $250,000? 
I  could  clearly  see  maybe  $65  billion  rolling  out  of  the  economy  in 
just  our  Federal  Government  contracting  process,  and  I  feel  that 
that  should  be  relooked  at  and  I  would  like  the  panel  to  comment 
on  that. 

Mr.  Brown.  I  don't  know  for  sure  about  your  country,  but  I  do 
know  that  in  Canada,  government  procurement  has  been  a  gen- 
erally powerful  tool  for  national  development. 

We  have  used  government  purchases,  government  spending,  gov- 
ernment buying  of  services  and  goods,  to  build  our  regional  econo- 
mies, to  equalize  our  economic  development,  to  move  into  depressed 
areas. 

All  of  those  tools  have  been  of  tremendous  use  to  our  govern- 
ments, provincial  and  Federal  Governments.  They  have  used  the 
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power  of  the  government  dollar  to  do  things  that  they  have  wanted 
to  do  in  their  economy,  and  that  is  gone. 

If  NAFTA  is  put  in  place,  sort  of,  if  you  are  building  a  spaceship, 
you  can  divide  the  components  into  $50,000  chunks  and  get  around 
it.  But  your  ability  of  State  and  Federal  Government  to  use  those 
kinds  01  purchasing  procurement  provisions  to  build  your  economy 
the  way  you  want  would  be  as  much  as  our  ability  to  build  our 
economy  the  way  we  want. 

And  you  are  right,  our  access  is  to  billions  of  dollars  more  than 
your  access  is. 

Mrs.  Maloney.  And  I  don't  understand  why  there  is  such  a  tre- 
mendous disparity.  At  the  very  least,  I  think  we  should  request  a 
GAO  report  on  the  disparities  in  this  between  the  various  coun- 
tries. And  I,  for  one,  don't  want  to  be  underwriting  the  economy  of 
another  country.  They  would  be  able  to  purchase  our  goods  com- 
petitively with  a  work  force,  according  to  testimony  that  was  ear- 
lier, of  $50  a  week  to  make  the  various  supplies  that  we  use  in  gov- 
ernment. 

And  I  could  see  this  being  a  $65  billion  possible  loss  to  the  econ- 
omy of  the  United  States  of  America. 

Ms.  Chavez-Thompson.  Mrs.  Maloney,  just  as  an  observation, 
apparently  the  Canadian  Grovernment  and  the  Mexican  Govern- 
ment had  better  negotiators  than  we  did  regarding  this  issue. 

I  do  make  mention  in  the  longer  version  of  my  presented  testi- 
mony on  page  5  regarding  the  comments  that  you  have  made.  Sec- 
ond to  the  last  paragraph  is  our  observation  on  this  matter. 

Mrs.  Maloney.  Thank  you  very  much. 

Mr.  CoNYERS.  I  could  say  to  the  gentlelady  from  New  York,  that 
her  recommendation  that  we  go  back  into  this  part  of  the  agree- 
ment, the  proposed  agreement,  should  come  from  our  committee. 
And  I  think  that  there  could  be  a  very  important  understanding 
and  maybe  leading  to  a  reevaluation  of  some  of  the  terms  and  lim- 
its that  have  been  put  on  government  procurement.  Because  there 
is  a  serious  disjunction  between  the  abilities  of  the  parties,  and  it 
is  in  an  inverse  way. 

Curiously,  it  doesn't  allow  us,  being  the  larger  Nation,  to  partici- 
pate in  a  larger  extent.  In  inverse,  it  requires  that  we  participate 
less  than  normally. 

And  so,  I  think  that  I  would  like  to  meet  with  you  to  fashion  a 
vehicle  to  reenter  this  question. 

Mrs.  Maloney.  Thank  you,  Mr.  Chairman. 

Mr.  CoNYERS.  I  would  like  now  to  call  on  Al  McCandless  of  Cali- 
fornia. 

Mr.  McCandless.  Thank  you,  Mr.  Chairman.  I  am  sorry  that  I 
had  to  leave.  I  had  a  longstanding  luncheon  in  which  I  had  to  be 
the  program.  It  becomes  kind  of  important  if  you  are  the  one  that 
is  going  to  do  the  talking.  I  got  back  as  quickly  as  I  could. 

f  will  share  with  you,  Mr.  Brown,  one  thought  if  I  may.  In  your 
answer  to  Mr.  Horn's  question,  I  have  read  the  agreement  and 
have  been  to  a  number  of  seminars  with  Ms.  Hills  and  have  read 
a  number  of  summaries  by  various  people,  both  for  and  against. 
And  in  none  of  these  exposures  to  the  agreement  did  I  come  away 
with  the  conclusion  that  the  licensing  process  of  professionals 
would  be  given  up  by  any  of  the  States. 
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Or  to  put  it  another  way,  using  the  State  of  California  as  an  ex- 
ample, if  you  are  in  the  medical  field  and  you  move  to  California 
from  another  State,  you  must  go  through  a  process  successfully  in 
order  to  be  certified  to  practice  in  the  State,  whether  it  be  an  x- 
ray  technician  or  a  brain  surgeon. 

That  same  rule  applies  to  an  Asian  doctor  who  might  come  from 
some  Asian  area,  East  Indian— and  all  of  these  people  I  use  as  ex- 
amples because  they  are  a  mix  of  some  of  the  people  who  have 
come  to  California  for  the  purpose  of  practicing  medicine. 

So  I  don't  see  a  change  here  in  the  process,  because  of  what  has 
been  taking  place  over  the  years  with  respect  to  foreign-bom,  for- 
eign-educatea  medical  people,  because  we  joined  an  agreement 
with  Mexico.  And  if  I  understood  you  correctly,  my  interpretation 
of  this  is  wrong.  The  various  sections  of  the  agreement  that  deal 
with  professional  licensing  are  permissive.  And  they  use  the  word 
"may."  "The  State  of  such-and-such  'may'  in  conjunction  with  an- 
other state."  "May."  And  I  felt  somewhat  misled  by  what  it  is  that 
you  told  us  a  little  earlier  about  the  fact  that  these  things  would 
happen. 

Can  you  expand  on  that  a  little  bit? 

Mr.  Brown.  Well,  sir,  if  you  will  recall,  I  also  said  that  there  are 
some  unanswered  questions  in  the  agreement  as  to  how  these 
things  would  take  place.  And  what  appeared  to  have  been  signed 
by  the  Federal  Governments  infringed  on  an  area  that  wasn't  with- 
in their  jurisdiction. 

So  I  didn't  say  that  this  would  happen.  I  said  that  there  was  an 
unanswered  question  with  respect  to  what  is  to  happen.  But  one 
of  the  things  that  I  have  always  been  told  is  that  if  you  legislate 
or  write  something  into  an  agreement,  it  is  intended  to  have  an  ef- 
fect, that  if  you  didn't  intend  to  have  an  effect,  you  don't  touch  it, 
the  old  variation  of  "if  it  ain't  broke,  don't  fix  it"  theory. 

You  intend  your  legislation  or  agreement  to  have  an  impact.  If 
you  don't  intend  your  legislation  or  agreement  to  have  an  impact, 
then  you  don't  do  it.  Clearly  the  impact  of  the  wording  with  profes- 
sional standards  that  the  professional  standards  bodies  of  the  coun- 
tries will  be  expected — and  in  some  cases  the  words  are  "may"  and 
in  some  cases  the  words  are  "shall" — will  be  expected  to  get  to- 
gether to  harmonize  their  professional  standards. 

And  if  you  will  remember  there  is  a  section  that  says  when  they 
do  this,  they  have  to  end  up  with — and  this  is  a  "shall" — standards 
that  are  transparent,  I  think  is  the  word  from  the  agreement,  if  I 
recall,  that  basically  do  not  have  any  sort  of  nationality  or 

Mr.  McCandless.  Hidden  clauses,  footnotes,  or  something  that 
is  not  part  of  the  language  in  the  agreement. 

Mr.  Brown.  Exactly. 

Ajid  the  other  thing  that  it  says  is  that  there  shall  be  an  elimi- 
nation of  the  nationality  requirements  within  2  years  of  the  signing 
of  the  agreement.  That  is  a  "shall." 

It  is  clear  to  me  that  there  is  an  intention  that  this  happen. 

Mr.  McCandless.  When  we  talk  about  nationality  requirements, 
there  is  nothing  that  is  going  to  change  the  U.S.  Immigration  and 
Naturalization  Service  codes  and  laws  as  they  currently  exist  un- 
less the  Congress  changes  them.  A  treaty  is  not  going  to  change 
them.  You  still  have  to  process  a  visa  or  whatever  the  vehicle  may 
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be  to  come  to  the  United  States  as  a  student,  or  to  come  to  the 
United  States  as  a  businessman,  or  something  Hke  this. 

When  we  talk  about  nationalization  of  constituency,  our  rules 
and  your  rules  do  not  change  from  what  they  are  now  as  a  result 
of  the  trade  agreement. 

Mr.  Brown.  Sir,  what  that  does,  though,  is  it  says  that  we  may 
be  able  to  prevent  the  damage  done  by  the  trade  agreement  by  ac- 
cess to  some  other  trade. 

But  the  trade  agreement,  if  you  will  agree  with  me,  specifically 
does  say  that.  The  requirement  for  nationality,  for  national  stand- 
ards as  part  of  a  professional  conformity,  have  to  be  done  away 
with  under  the  trade  agreement.  That  is  what  it  says.  And,  grant- 
ed, we  may  be  able  to  use  other  laws  to  mitigate  that. 

Mr.  McCandless.  I  am  sorry  that  I  wasn't  here  for  the  total  of 
your  testimony.  Thank  you  very  much  for  your  thoughts,  although 
we  disagree. 

Mr.  Brown.  I  suspected  that  actually. 

Mr.  CoNYERS.  Well,  we  are  very  grateful  to  you,  Mr.  Treasurer. 
Your  comments  here  have  been  very  important  to  us,  even,  among 
those  who  agree  or  those  who  may  not  entirely  agree.  And  we  are 
very  privileged  to  have  had  you  before  the  committee. 

Mr.  Brown.  Well,  thank  you  very  much  for  having  me. 

Mr.  CoNYERS.  I  would  like,  now,  to  invite  Dr.  Max  Sawicky  and 
Dr.  William  Niskanen  to  join  us  here. 

If  you  would,  gentlemen,  take  the  witness  oath  that  you  have 
agreed  to  as  a  condition  of  coming  before  the  committee. 

Stand  and  raise  your  right  hands. 

[Witnesses  sworn.] 

Mr.  CoNYERS.  I  thank  you  very  much.  We  have  your  prepared 
statements.  You  have  been  beneficiaries  of  most  of  the  testimony 
that  has  preceded  you.  So  if  you  would  include  any  comments  that 
you  would  care  to  make  about  what  has  gone  on  here,  we  would 
be  welcomed  to  receive  that  as  well. 

Have  you  decided  who  should  lead  this  panel? 

Dr.  Sawicky.  I  thought  you  decided,  and  it  was  going  to  be  me. 
And  that  was  fine. 

Mr.  CoNYERS.  This  is  a  highly  Democratic  committee  that  you 
are  appearing  before  this  afternoon. 

STATEMENT  OF  MAX  SAWICKY,  PhJ).,  ECONOMIST,  ECONOMIC 

POLICY  INSTITUTE 

Dr.  Sawicky.  I  appreciate  it.  I  appreciate  being  invited.  It  is  also 
a  pleasure  to  be  here  with  Bill  Niskanen. 

My  job  is  a  little  bit  easier  than  I  thought  it  would  be  because 
a  number  of  statements  by  supporters  of  this  agreement  cast  grave 
doubts  upon  its  general  wisdom;  without  trying  to  steal  Dr. 
Niskanen's  thunder  or  spill  too  many  beans,  in  his  statement  he 
claims  that  contrary  to  many  of  the  proponents  or  opponents  of  the 
treaty,  we  should  not  expect  net  new  jobs  arising  from  this  agree- 
ment. 

Dr.  Reischauer  of  the  Congressional  Budget  Office,  for  whom  I 
have  the  highest  respect,  says  the  net  gains  from  this  agreement 
are,  "very  small." 
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Now,  I  would  translate  "very  small"  into  so  small  that  the  vari- 
ation or  uncertainty  associated  with  the  process  of  estimating  that 
very  small  number  dwarfs  the  actual  number,  which  means  that 
not  only  can  we  not,  according  to  this  approach,  count  on  signifi- 
cant benefits,  we  are  not  even  sure  about  the  direction  of  benefits 
in  net  terms.  They  could  be  negative. 

On  top  of  that,  I  would  cite  the  statement  made  at  the  very  end 
of  Dr.  Reischauer's  testimony  where  he  points  out  that  there  will 
be  gains  and  losses  to  different  parties  as  a  result  of  this  agree- 
ment, and  that  an  economist  cannot  tell  you  whether  Smith's  loss 
justifies  the  gains  of  Jones  and  20  others. 

More  specifically,  he  said  the  gains  will  be  diffuse  and  thinly 
spread  over  many  parties,  whereas  the  losses  will  be  concentrated 
among  relatively  few  parties. 

Now,  from  the  standpoint  of  well  being,  the  economist  can't  make 
a  judgment  about  the  appropriateness  of  that  result;  but,  of  course, 
you  as  legislators  have  that  very  responsibility  as  you  are  well 
aware. 

One  thing  that  economists  can  say  about  that  kind  of  outcome  is 
that  when  gains  are  spread  ven'  thinly  for  many  people,  and  losses 
are  concentrated  on  relatively  few  people,  the  hurt  from  the  losses 
outweighs  the  pleasure  of  the  gains. 

I  compliment  everybody  on  the  committee  for  their  endurance — 
particularly  the  chairman,  who  has  stuck  with  us  from  almost  the 
beginning.  Let  me  now  walk  through  my  statement  and  focus  on 
the  public  sector  effects. 

I  am  not  going  to  try  to  say  much  more  about  the  economic  ef- 
fects of  this  treaty.  It  is  not  something  that  I've  done  much  work 
in.  The  Economic  Policy  Institute  has  issued  volumes  and  volumes 
of  material  on  this  which  I  commend  to  you.  i 

I  expect  that  under  NAFTA  there  will  be  significant  churning  in 
employment.  I  personally  am  skeptical  of  net  gains  from  new  jobs 
they  are  better  than  the  old  jobs  that  are  destroyed.  But  all  that 
is  really  necessary  for  my  analysis  is  that  you  have  this  significant 
churning,  which  means  displacement  of  workers  and  significant 
costs  of  adjustment  in  that  process. 

I  can't  resist  pointing  out  that  a  lot  of  studies  cited  to  show  job 
gains  are  completely  ill-equipped  to  deal  with  the  displacement  or 
the  unemployment  or  the  relocation  of  capital  from  the  United 
States  and  Canada  to  Mexico  and  the  jobs  that  go  with  them. 

Typically,  a  lot  of  the  economic  analyses  that  make  those  pre- 
dictions have  by  construction,  as  one  of  their  assumptions,  that 
there  can  be  no  unemployment.  There  will  be  no  unemployment  be- 
cause those  seeking  jobs  will  eventually  lower  their  wages  to  what- 
ever is  necessary  to  clear  the  market. 

So  these  models  are  particularly  ill-equipped  to  deal  with  a  dif- 
ferent question,  which  is  the  extent  of  unemployment  and  the  asso- 
ciated adjustment  costs.  They  are  useful  for  other  purposes.  But 
their  misuse  in  this  debate  doesn't  inspire  confidence. 

I  am  not  an  attorney,  but,  regarding  statements  of  the  adminis- 
tration and  other  supporters  of  the  treaty,  neither  does  it  inspire 
confidence  about  the  legal  consequences  of  this  treaty  to  hear  the 
breathless  results  of  misused  resources  models  as  part  of  the  case 
made  for  the  treaty. 
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Let  me,  as  I  promised,  go  very  quickly  through  my  statement. 

Assuming  there  is  significant  churning,  given  the  size  of  the 
agreement,  in  employment  and  displacement,  I  expect  this  to  mean 
serious  harm  for  the  public  sector. 

First  of  all,  as  others  have  admitted— including  supporters  of  the 
treaty — some  of  the  harmful  effects  would  be  on  low-skilled  work- 
ers. There  is  a  longstanding,  direct  correlation  between  the  well- 
being  of  those  workers  and  trends  in  unemployment,  welfare  re- 
ceipt, and  other  social  costs. 

This  impact  on  low-skilled  workers  portends  direct  increased 
costs  to  the  public  sector  in  terms  of  spending  on  welfare,  unem- 
ployment compensation,  and  Medicaid,  among  other  things. 

One  should  be  cautious  when  you  hear  the  term  "low-skilled 
workers"  and  take  care  to  look  beneath  the  surface  and  find  out  ex- 
actly what  people  are  referring  to.  There  was  one  study  that  said 
there  would  be  some  losses  for  low-skilled  workers  on  average;  it 
turned  out  that  the  description  of  low-skilled  from  that  study — no 
detraction  from  the  authors — was  high  school  degree  or  less,  or  70 
percent  of  the  work  force.  So  when  we  say  "low-skilled,"  we  ought 
to  make  sure  we  understand  the  group  that  is  being  referred  to. 

Now  the  effects  of  NAFTA — the  results  of  restructuring  and 
churning  in  the  work  force — true  enough  are  not  large  compared  to 
the  long-term  stagnation  of  manufacturing  in  the  United  States,  or 
the  slide  in  the  real  hourly  wage. 

That  doesn't  mean  that  the  agreement  is  defensible,  simply  be- 
cause it  is  onlv  slightly  disagreeable  relative  to  the  horrible  extra- 
neous things  that  have  been  going  on. 

The  relocation  by  business  firms  causes  an  extra  burden  on  the 
public  sector,  whicn  is  obliged  to  compete  for  relatively  higher  in- 
come taxpayers  and  business  firms,  and  in  the  process  run  itself 
into  the  ground  through  what  is  generally  called  intergovernmental 
fiscal  competition. 

Unlike  my  friend  Dr.  Niskanen,  I  don't  regard  that  as  a  positive 
and  fruitful  process.  I  regard  it  as  a  drag  on  local  governments.  It 
is  popularly  known  as  a  race  to  the  bottom.  Governments  lower  tax 
rates  and  offer  tax  abatements  to  firms  in  order  to  get  them  to 
come  in  or  stay  in.  Typically  the  gains  end  up  not  being  worth 
what  the  costs.  In  some  cases,  as  we  heard  here,  firms  violate 
agreements  and  leave  when  it  suits  them. 

The  disparities  in  tax  bases  that  result  fi*om  fiscal  competition 
weaken  local  and  State  governments.  Disparities  cause  business 
firms  and  households  to  make  decisions  on  where  to  locate  based 
on  who  else  lives  there — in  terms  of  their  ability  to  pay  taxes — 
rather  than  on  the  intrinsic  economic  merits  of  the  location. 

The  traditional  remedy  for  fiscal  disparities  general  fiscal  assist- 
ance— was  eliminated  under  the  Reagan  administration;  and  its 
restoration,  which  I  support,  is  confounded  by  the  current,  wrong- 
headed  obsession  with  deficit  reduction. 

The  likelihood  of  an  effective  safety  net  being  constructed — we 
obviously  don't  have  one  now  for  any  victims  of  this  process  is,  in 
my  view,  extremely  low. 

Administration  commitments  aside — they  may  be  perfectly  sin- 
cere in  their  desire  and  their  commitment  to  aid  the  victims  of  this 
process — the  more  important  question  is  whether  we  could  expect 
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and  to  be  forthcoming  in  the  current  fiscal  environment.  We  heard 
here  that  because  of  shortages  of  funds,  the  Special  Trade  Rep- 
resentative can't  even  provide  certain  services  in  terms  of  providing 
information  that  would  allow  you  to  make  an  intelligent  decision. 
And  we  are  supposed  to  believe  that  down  the  line,  if  we  had  this 
agreement,  there  would  be  effective  provision  of  services  to  people 
genuinely  harmed  as  a  result  of  this  process. 

There  is  one  other  subject  I  would  like  to  address:  The  effects  of 
the  agreement  on  minorities. 

A  lot  of  this  has  to  do  with  legal  matters  which  I  am  not 
equipped  to  go  into.  I  don't  think  we  can  determine  by  debate  the 
outcome  of  legal  actions  that  would  arise  including  issues  of  the 
sovereignty  of  State  and  local  governments,  and  all  related  issues 
about  what  a  government  is  allowed  to  do. 

One  such  item  is  minority  set-asides.  Although  the  agreement 
may  not  mention  them,  that  does  not  mean  that  legal  challenges, 
as  a  result  of  the  changed  environment  wrought  by  the  agreement, 
to  things  like  minority  set-asides  or  affirmative  action  will  be  less 
likely  to  succeed.  They  might  be  more  likely. 

The  administration  spokesman  was  fairly  disingenuous  on  the 
issue  of  local  governments  being  able  to  buy  locally  as  opposed  to 
not  having  that  choice.  Or  the  issue  of  their  ability  to  redress  dis- 
crimination in  private  labor  markets  through  affirmative  action. 
Whether  or  not  such  enterprises  will  be  treated  kindly  by  NAFTA 
is  very  much  an  open  question. 

Aside  from  whether  or  not  any  of  those  things  are  appropriate 
policy  the  overriding  issue  is  whether  it  is  right  that  an  inter- 
national treaty,  more  or  less  rammed  through  in  relatively  pristine 
form  is  an  appropriate  vehicle  to  restrict  State  and  local  govern- 
ments in  the  United  States,  Canada,  and  Mexico. 

From  the  standpoint  of  federalism,  it  is  simply  wrong.  It  might 
be  legal,  but  it  would  be  wrong.  This  is  the  more  overriding  factor, 
not  whether  it  is  a  good  economic  idea  for  a  local  government  to 
buy  local  or  not.  I  would  urge  you  to  consider  it. 

The  National  Government  has  run  Federal  policies  over  the  last 
15  years  which  have  harmed  the  State  and  local  sector  signifi- 
cantly. There  have  been  cuts  in  grants  in  aid  to  governments — not 
counting  Medicaid,  which  should  be  considered  separately  for  rea- 
sons I  could  go  into  if  you  are  curious — we  have  also  seen  a  pro- 
liferation of  mandates  without  accompanying  funds  from  the  Fed- 
eral Government;  and  changes  in  the  tax  code,  which,  at  least  in 
terms  of  indifference  or  oversight,  harm  the  ability  of  State  and 
local  governments  to  raise  their  own  money. 

Insofar  as  this  agreement  makes  the  State  and  local  sector  less 
fiscally  viable,  it  worsens  an  already  traumatic  condition  in  the 
State  and  local  sector. 

Thank  you  very  much. 

Mr.  CONYERS.  I  appreciate  your  comments. 

[The  prepared  statement  of  Dr.  Sawicky  follows:] 
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Thank  you  for  the  opportunity  to  appear  before  you  today.  My  name  is 
Max  B.  Sawicky.  I  am  an  economist  at  the  Economic  Policy  Institute  in 
Washington,  D.C.  I  have  been  invited  to  address  the  question  of  how 
Federal,  state,  and  local  governments  would  fare  under  the  pending  North 
American  Free  Trade  Agreement  ("NAFTA").  The  Economic  Policy 
Institute  has  issued  numerous  studies  on  the  economic  effects  of  the 
proposed  agreement.  I  will  not  dwell  on  these  matters  but  instead  focus  on 
ramifications  for  the  public  sector. 


What  is  the  NAFTA? 


There  is  nothing  objectionable  per  se  about  a  wider  variety  of  consumer 
goods  becoming  available  to  people  everywhere  in  North  America.  As  is 
well-known,  trade  of  this  type  between  the  U.S.  and  Mexico  is  now  quite 
brisk  and  requires  no  new  deal  to  be  sustained.  But  NAFTA  is  not  a  trade 
agreement.  Rather,  it  is  primarily  a  means  by  which  U.S.  manufacturing 
jobs  can  be  more  easily  relocated  to  Mexico  for  the  sake  of 
drastically-reduced  standards  in  employment  and  environmental  protection. 
Secondly,  it  is  a  means  by  which  Federal,  state,  and  local  governments  in 
the  U.S.  are  disenfranchised  of  the  legal  authority  to  govern  their  own 
economic  development.  NAFTA  effects  these  objectives  by  a  number  of 
devices: 

■  It  opens  up  Mexican  business  assets  to  purchase  by  U.S.  investors 
with  funds  that  might  have  otherwise  financed  plant  and  equipment 
in  the  U.S.  Although  NAFTA  does  facilitate  U.S.  exports  to 
Mexico,  which  supports  U.S.  jobs,  with  the  same  hand  it  facilitates 
imports  from  Mexico,  which  has  the  opposite  effect.  If  net  exports 
to  Mexico  are  not  enhanced,  no  job  gain  on  the  U.S.  side  can  be 
purported.  Moreover,  insofar  as  our  exports  are  capital  goods  which 
are  the  basis  for  new  jobs  in  Mexico  and  our  imports  are  consumer 
goods,  we  exacerbate  the  job  outflow.  We  should  not  expect  the 
Mexican  economy  to  absorb  much  in  the  way  of  U.S.  consumer  good 
exports  because  it  is  small  relative  to  the  U.S.  -  about  4%  -  and 
since  it  bears  the  burden  of  a  substantial  foreign  debt  (Faux  and  Lee, 
1992). 
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■  While  little  in  the  way  of  tarriffs  restricts  U.S.-Mexico  trade 
presently,  NAFTA  removes  other  barriers,  particularly  the 
Multi-Fiber  Arrangement  which  limits  U.S.  imports  of  textiles  and 
apparel.  (Faux  and  Lee,  1992) 

■  NAFTA  also  takes  steps  to  upgrade  copyright  and  intellectual 
property  law  in  Mexico,  the  better  to  protect  U.S.  assets  from  piracy. 
While  such  a  policy  is  unexceptionable,  it  cannot  be  ignored  that 
meaningful  parallel  protection  for  workers  and  their  communities  is 
utterly  absent  from  the  agreement. 

One  way  to  shed  light  on  the  thesis  that  old  jobs  are  replaced  by  new  and 
better  jobs  is  to  examine  the  fate  of  displaced  workers  in  general.  Such  an 
investigation  shows  that  displaced  workers  suffer  extended  periods  of 
unemployment,  that  they  may  never  re-enter  the  labor  force,  and  that  if  they 
do  they  usually  earn  significantly  lower  pay.  In  this  light,  NAFTA  is  strictly 
a  down-escalator  for  U.S.  manufacturing  workers.  (Podgursky,  1991) 

I  conclude  that  free  trade  as  embodied  in  NAFTA  aims  to  promote  the  free 
trade  in  human  beings,  specifically  their  labor,  their  working  conditons, 
and  the  quality  of  life  in  their  communities,  by  external  parties  —  namely, 
mobile  business  firms. 


The  Public  Sector  Under  the  New  Order 


What  does  the  economy  in  prospect  under  the  regime  of  so-called  free  trade 
foretell  for  the  public  sector?  The  short  answer  is:  the  trials  and  tribulations 
in  the  1980's  will  be  extended  under  the  agreement  because  trends  which 
have  proved  most  harmful  to  the  operations  of  an  effective,  efficient  public 
sector  would  be  sustained.  More  generally,  whatever  you  think  the  public 
sector  ought  to  be  doing  in  the  affirmative  realm  will  be  severely  hampered 
by  the  crippling  of  its  ability  to  govern  business  activity  in  the  interests  of  a 
democratic  polity. 

The  1980's  trend  in  higher  levels  of  unemployment  and  larger  welfare  rolls 
can  only  be  increased  by  the  job  displacement  expected  from  NAFTA,  even 
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under  the  the  assumption  that  NAFTA  is  "successful."  Much  of  these  costs, 
in  the  form  of  Medicaid  and  AFDC,  are  borne  by  state  governments  who 
have  always  been  ill-suited  to  shoulder  such  fiscal  responsibilities.  Of 
course,  the  Federal  budget  carmot  survive  under  the  current  trend  in  health 
care  costs,  and  insofar  as  poverty  and  unemployment  increase,  increasing 
levels  of  health  care  costs  will  be  shifted  into  the  public  sector. 

We  have  witnessed  a  long-term  shift  in  the  U.S.  economy  from 
manufacturing  to  services.  This  has  been  accompanied  by  a  decline  in 
average  real  wages.  Since  manufacturing  industries  are  unevenly  distributed 
around  the  nation,  as  these  industries  die  we  observe  increased  fiscal 
disparities  among  state  and  local  government  jurisdictions.  Disparities 
increase  the  gap  between  these  jurisdictions'  ability  to  finance  public 
services,  dividing  rich  states  from  poor,  cities  from  suburbs,  and 
metropolitan  from  rural  regions. 

The  dynamic  of  relocation  by  business  firms  and  households  causes 
economic  decline  to  compound  itself  in  the  victimized  areas,  making 
self-extraction  more  difficult.  The  relocation  process  itself  promotes 
economic  inefficiency,  as  location  decisions  are  distorted  away  from 
economic  motives  and  towards  criteria  based  on  the  jurisdiction's  tax 
capacity.  In  other  words,  a  firm  or  household's  choice  of  location  is  biased 
away  from  places  where,  owing  to  low  tax  capacity,  the  prospective  tax 
burden  will  be  relatively  high. 

The  traditional  remedy  for  this  problem  -  general  fiscal  assistance  -  was 
eliminated  by  the  Reagan  Administration  and  its  restoration  is  confounded 
by  the  current,  wrong-headed  obsession  with  deficit  reduction. 

Income  inequality  is  accompanied  by  inequity  in  Federal,  state,  and  local  tax 
systems.  Insofar  as  state  and  local  systems  depend  for  revenue  on  fees  and 
charges,  consumption  taxes,  and  flat  taxes  on  income,  an  increase  in  income 
inequality  due  to  sagging  real  wages  implies  decreasing  equity  in  tax 
burdens.  At  the  Federal  level,  the  key  factors  in  this  scenario  have  been: 
the  shift  from  dependence  on  the  corporate  income  tax  to  the  payroll  tax,  the 
flattening  of  income  tax  rates,  and  the  preferential  treatment  provided  to 
capital  income,  particularly  realized  capital  gains. 
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General  awareness  of  decreasing  tax  equity  must  translate  into  more 
grudging  support  for  the  public  sector,  another  compounded  effect  because 
those  victimized  by  lack  of  tax  progressivity  are  also  most  harmed  by  lower 
public  spending.  Lower  income  persons  come  to  face  increased  tax 
burdens,  in  terms  of  average  effective  tax  rates,  on  top  of  reduced  net 
benefits  from  public  sector  spending. 

It  is  well  known  that  the  state-local  sector  has  been  hard  hit  over  the  past 
fifteen  years  by  the  shocks  attributable  to  Federal  policy:  reduced  real 
absolute  levels  of  Federal  aid  to  state  and  local  governments;  reduced  value 
of  Federal  tax  preferences  which  aid  the  state-local  sector;  increased 
unfunded  mandates;  and  a  broad  expansion  of  the  Medicaid  program. 

In  the  same  vein,  state  and  local  governments  have  been  subject  to  spending 
pressures  generated  by  increasing  school  enrollments,  rapid  increases  in 
health  care  costs,  and  increased  public  demand  for  incarceration  of 
criminals. 

While  it  would  be  unreasonable  to  expect  NAFTA  to  cure  any  of  these 
problems,  the  ill  effects  of  NAFTA  do  not  come  at  a  propitious  time  for  the 
state-local  sector,  especially  in  light  of  the  dim  prospects  for  Federal  relief 
in  these  areas.  This  speaks  again  to  the  nation's  virtual  indifference  to  the 
policy  response  that  would  be  appropriate  to  industrial  restructuring,  both 
for  individuals,  communities,  and  state  and  local  governments. 

State  and  local  revenue  systems  have  also  faced  increasing  problems  in  the 
recent  period  which  the  NAFTA  will  exacerbate. 

One  is  the  reduced  revenue  productivity  of  the  general  sales  tax,  given  the 
shift  from  manufacturing  to  services  and  the  accompanying  bias  in  taxation 
towards  goods  relative  to  services.  (National  Governors  Association  et  al., 
1993) 

A  second  problem  is  intergovernmental  fiscal  competition,  primarily  through 
tax  rate  reductions  and  special  tax  abatements  to  business  firms.  Aptly 
characterized  as  a  "race  to  the  bottom,"  efforts  to  compete  for  employers  by 
reducing  business  taxes  and  restricting  regulation  have  fostered  economic 
inefficiency  in  terms  of  business  location  decisions,  as  noted  above,  and 
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depleted  the  capacity  of  the  public  sector  to  perform  its  appointed  functions. 
Not  incidentally,  there  is  a  self-defeating  quality  in  all  this  since  certain 
types  of  public  spending  have  been  demonstrated  to  encourage  the 
in-migration  and  productivity  of  business  firms.  (Bartik,  1991)  Insofar  as 
public  investment  is  inhibited  by  tax  competition,  the  nation's  business 
climate  suffers.  Now  this  destructive  competition  will  be  magnified  by 
locations  in  Mexico,  who  will  be  utterly  indifferent  to  U.S.  norms  in  public 
services,  labor  standards,  and  environmental  values. 

Aside  from  the  general  bias  against  public  investment,  NAFTA  includes 
measures  which  directly  block  some  customary  efforts  by  state  and  local 
governments  to  support  their  economies.  These  include  rules  mandating  or 
favoring  procurement  of  goods  from  local  or  U.S.  suppliers  (Article  1003, 
Chapter  10,  NAFTA  agreemeiU).  This  provision  cannot  be  modified  by 
whatever  implementing  legislation  Congress  may  enact;  it  is  an  inescapable 
feature  of  the  agreement. 

A  state  or  local  government  may  wish  to  contract  with  suppliers  purely  for 
local  economic  interests.  It  may  wish  to  register  its  disapproval  with  the 
conditions  under  which  goods  from  foreign  suppliers  are  produced,  say, 
because  of  the  use  of  prison  labor  (as  in  the  Peoples  Republic  of  China), 
because  of  the  gratuitous  degradation  of  the  environment  (as  with  the 
slaughter  of  dolphins  in  production  of  Mexican  tuna),  because  of  the  use  of 
child  labor,  or  whatnot. 

Fundamental  exercises  of  self-government  are  prohibited  under  the  NAFTA, 
and  state  and  local  governments  will  have  no  say  in  the  approval  or 
enforcement  of  the  agreement.  It  is  ironic  that  traditional  friends  of 
federalism  from  both  sides  of  the  aisle  have  been  largely  mute  in  the  face  of 
what  amounts  to  a  corporate  power  grab,  dressed  in  the  rhetoric  of 
economic  liberalization. 

The  application  of  an  extremist  concept  of  economic  liberalism,  in  the  name 
of  free  enterprise,  flies  in  the  face  of  the  routine  exercise  of  democratic 
rights  to  which  we  in  the  United  States  have  become  accustomed,  and 
which  regrettably  the  Mexican  people  have  yet  to  realize.  Free  trade  has 
become  a  rubric  for  the  anti -democratic  imposition  of  a  retrograde  social 
order,  rather  than  a  means  for  enhancing  the  economic  prospects  of  the 
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peoples  of  the  Americas.  I  urge  the  Members  of  this  Committee  to  defer 
approval  of  any  trade  agreement  for  North  America  pending  a  fundamental 
rethinking  and  renegotiation  of  basic  premises.  Thank  you  for  your 
attention. 


References 

Who  Benefits  from  State  and  Local  Economic  Development  Policies? 
Timothy  Bartik,  W.E.  Upjohn  Institute,  1991. 

The  Effect  of  George  Bush's  NAFTA  on  American  Workers:  Ladder  Up  or 
Ladder  Down?  Jeff  Faux  and  Thea  Lee,  Economic  Policy  Institute,  1992. 

National  Governors  Association  working  paper  on  problems  of  state  and 
local  revenue  systems,  mimeo,  1993. 

Estimated  Losses  Due  to  Job  Displacement:  Evidence  from  the  Displaced 
Workers  Surveys.  Michael  Podgursky,  Economic  Policy  Institute,  1991. 


144 

Mr.  CoNYERS.  Dr.  Niskanen,  welcome. 

STATEMENT  OF  WILLIAM  A.  NISKANEN,  Ph-D^  CHAIRMAN, 

CATO  INSTITUTE 

Dr.  Niskanen.  My  economic  analysis  is  much  the  same  as  that 
by  Max,  but  I  draw  different  conclusions. 

There  is  no  basis  for  anxiety  that  NAFTA  would  have  adverse  af- 
fects in  any  of  the  participating  countries.  The  effects  of  NAFTA  on 
the  public  sector  are  similar  to  and  derive  from  the  same  set  of  con- 
ditions as  the  effects  on  the  private  economy. 

First  and  most  important,  NAFTA  would  increase  the  average  in- 
come in  each  member  country.  As  with  any  move  toward  free  trade, 
this  would  be  the  result  of  four  conditions:  A  reallocation  of  re- 
sources toward  those  activities  that  each  party  does  best;  the 
economies  of  scale  from  a  larger  market  area;  the  effects  of  in- 
creased competition  on  the  incentive  to  reduce  costs;  and  the  in- 
crease on  returns  in  investment  in  both  human  and  physical  cap- 
ital. 

The  most  direct  effect  of  this  condition,  of  course,  on  the  public 
sector  would  be  the  increase  of  average  tax  revenues  both  at  the 
Federal  and  regional  level. 

Second,  NAFTA  would  reduce  the  costs  of  goods  and  services 
purchased  by  the  public  sector.  Increased  cross-border  competition 
would  reduce  the  prices  of  goods  to  both  private  and  public  parties 
purchasers  of  goods  and  services  for  which  a  foreign  firm  is  the 
most  efficient  supplier. 

Moreover  in  this  case,  NAFTA  also  overrides  most  of  the  Buy 
American  provisions  of  Federal  procurement  laws  with  the  excep- 
tions of  contracts  that  are  small,  minority  and  small  business  set- 
asides,  contracts  of  firms  of  some  country  not  in  NAFTA,  and  some 
national  security  concerns. 

This  would  reduce  the  prices  of  goods  and  services  for  which 
some  foreign  supplier  or  locally  established  foreign  firm  is  the  most 
efficient  supplier  but  is  now  restricted  from  bidding  on  such  con- 
tracts. 

In  this  regard,  I  want  to  acknowledge  an  apparent  error  that  is 
in  my  written  testimony  in  which  I  stated  that  NAFTA  overrides 
the  Buy  American  provisions  of  State  governments.  My  testimony 
was  based  upon  the  September  1992  basic  text;  and,  apparently, 
the  annex  for  State  and  provincial  governments  was  not  complete 
at  that  time. 

I  also  want  to  counter  an  impression  left  by  Mr.  Brown  that 
NAFTA  is  overriding  the  licensing  processes  for  professionals  and 
requires  harmonization  of  these  licensing  requirements,  either 
within  countries  or  across  countries. 

The  clear  language  of  NAFTA  in  article  1210,  for  example,  says: 
"A  party  shall  not  be  required  to  extend  to  a  service  provider  of  an- 
other party  the  benefits  of  recognition  of  education,  experience,  li- 
censes, or  certifications  obtained  in  another  country  whether  such 
recognition  was  acquired  unilaterally  or  by  arrangement  with  that 
country." 

It  does  say  that  the  requirements  for  citizenship  and  permanent 
residency  will  be  dropped,  but  it  does  not  require  or  induce  a  har- 
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monization   of  professional   standards,  as   I   say,   either  within  a 
country  or  across  the  different  countries. 

The  abridgment  of  the  Buy  American  provisions  at  the  Federal 
level  shouldn't  have  any  direct  effect  on  the  employment  in  the 
public  sector.  Nothing  restricts  the  authority  of  any  government  at 
any  level  to  determine  whether  to  produce  some  good  or  service 
within  the  government  or  to  contract  for  this  good  or  service. 

NAFTA  requires  nondiscriminatory  treatment  of  firms  in  the 
member  countries  only  after  a  decision  is  made  to  contract  for  some 
good  or  service. 

There  is  no  basis  for  a  concern  that  the  government  procurement 
provisions  of  NAFTA  present  a  threat  either  to  the  State  sov- 
ereignty or  to  employment  in  the  public  sector.  NAFTA,  however, 
will  have  several  indirect  effects  on  the  public  sector  that  should 
be  recognized. 

Contrary  to  the  concern  of  some  groups,  NAFTA  would  probablv 
lead  to  an  improvement  in  the  quality  of  the  environment  in  each 
member  country. 

The  more  general  effect  operates  through  the  increase  in  average 
income,  increasing  the  demand  for  environmental  quality.  The 
more  substantial  effect  will  be  the  reduction  of  pollution  along  the 
United  States-Mexican  border  by  transforming  what  is  now  a  nar- 
row maquiladora  strip  into  all  of  Mexico. 

In  other  words,  the  trade  benefits  of  operating  in  the 
maquiladora  area  would  be  extended  to  the  whole  of  Mexico,  great- 
ly diffusing  the  conglomeration  problems  of  pollution  in  that  area. 

Moreover,  the  basic  text  of  NAFTA  includes  a  lot  of  greenery, 
more  than  in  any 

Mr.  CONYERS.  Excuse  me.  Dr.  Niskanen.  Excuse  me,  sir. 

There  are  exactly  5V2  minutes  remaining  on  a  recorded  vote.  And 
Al  McCandless  and  I  have  agreed  to  come  back  as  soon  as  we  dis- 
pose of  that,  if  you  will  permit  that  interruption. 

Dr.  Niskanen.  I  can  stay,  sir,  if  you  expect  to  be  back  before 
long. 

Mr.  CoNYERS.  I  tell  you  what,  I  will  walk  more  quickly  to  the 
floor  and  back  just  to  make  sure  that  we  can  have  a  chance  for  a 
discussion. 

Mr.  McCandless.  Doctor,  we  are  talking  somewhere  between  10 
and  12  minutes,  if  that  is  acceptable  to  you.  You  gentlemen  have 
been  very  patient,  being  the  last  panel;  and  I  understand  the  frus- 
tration that  you  find  yourself  in. 

Unfortunately,  the  system  isn't  cooperating.  I  would  like  to  share 
some  thoughts  back  and  forth.  That  is  why  I  am  interested,  if  that 
is  agreeable. 

[Recess  taken.] 

Mr.  Conyers.  Thank  you  very  much. 

Dr.  Niskanen.  Shall  I  continue,  sir? 

The  basic  text  of  NAFTA  includes  a  lot  of  greenery,  including  the 
(rights  of  national,  regional,  and  local  governments,  to  set  their  own 
environmental  standards  even  if  they  are  stronger  than  the  inter- 
national standards. 

The  concerns  about  the  environmental  effects  of  NAFTA,  I  be- 
ieve,  are  without  merit. 
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As  I  mentioned  above,  a  reduction  of  trade  barriers  will  increase 
average  income;  much  more  so  in  Mexico  than  in  the  United 
States. 

For  a  high-wage  country,  free  trade  has  a  distributional  effect 
that  merits  attention  and  a  public  sector  response.  NAFTA,  like 
other  measures  to  reduce  trade  barriers,  would  increase  the  de- 
mand for  high-skilled  labor  in  the  United  States  and  increase  the 
effective  supply  of  low-skilled  labor. 

This  would  mcrease  the  difference  in  earnings  over  the  range  of 
skills,  a  condition  that  has  affected  all  of  the  major  industrial  coun- 
tries for  about  20  years. 

Free  trade,  in  brief,  creates  problems  for  low-skilled  people  in 
high-wage  countries.  That  should  be  recognized,  and  we  should  re- 
spond to  that.  The  appropriate  response  to  this  effect,  I  suggest,  is 
to  assist  our  low-skilled  workers  with  such  measures  as  vocational 
training  and  the  earned  income  tax  credit,  rather  than  by  trade  re- 
strictions that  help  our  low-skilled  workers  only  by  harming  the 
low-skilled  workers  of  other  countries. 

A  final  effect  that  should  be  recognized  is  that  NAFTA  will  in- 
crease the  competition  among  the  Governments  of  North  America, 
a  condition  that  I  favor  and  Max  apparently  doesn't  like. 

As  in  the  private  economy,  increased  competition  can  create 
problems  for  particular  organizations,  but  it  has  clearly  beneficial 
effects  for  the  population.  Reduced  barriers  to  the  movement  of 
goods,  services,  and  capital,  would  make  each  government  more  re- 
sponsive to  the  interests  of  voters,  taxpayers,  employers,  and  inves- 
tors even  though  the  restrictions  on  migration  across  national  bor- 
ders are  maintained. 

Laws,  reflations,  programs,  and  taxes  that  serve  narrow  inter- 
ests may,  m  fact,  be  weakened  by  NAFTA.  In  some  cases,  there 
may  be  an  indirect  effect  of  lower  standards,  if  the  standards  them- 
selves are  more  costly  than  they  are  worth.  And  that  is  the  basisi 
for  the  opposition  by  some  groups  that  support  these  high  stand- 
ards. 

On  the  other  hand,  some  governments  may  not  now  be  doing! 
enough  to  meet  the  demands,  for  example,  for  such  services  as  vo- 
cational education.  There  is  reason  to  expect  that  NAFTA  would 
make  the  public  sector  more  efficient  and  more  responsive  but  with 
no  obvious  effect  that  would  change  its  relative  size. 

Finally,  you  may  have  noticed  that  I  have  not  used  the  four  let- 
ter "J"  word.  Many  of  the  groups  supporting  or  opposing  NAFTA,, 
unfortunately,  have  grossly  inflated  the  effect  on  jobs.  The  issuesi 
at  stake  in  your  decision  whether  to  approve  NAFTA  are  the  aver- 
age level  of  wages,  the  return  on  investment,  output,  and  income, 
not  total  employment. 

NAFTA  would  have  no  measurable  effect  on  total  employment  in' 
any  of  the  member  countries.  That  giant  sucking  sound  you  hear^ 
is  a  blast  of  hot  air  from  Ross  Perot.  I 

NAFTA  is  one  of  those  issues  by  which  we  make  a  statement  to 
the  world— about  who  we  are — about  whether  we  are  a  confident 
or  a  defensive  Nation,  whether  our  government  is  prepared  to  serve 
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the  general  interest  rather  than  a  collection  of  parochial  interests, 
whether  we  are  prepared  to  live  peacefully  and  productively  with 
a  newly  confident  but  still  poor  Nation  on  our  southern  border. 

I  urge  this  subcommittee  to  give  NAFTA  its  wholehearted  sup- 
port. 

Thank  you. 

[The  prepared  statement  of  Dr.  Niskanen  follows:] 
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Mr.  Chairman  and  members  of  this  subcommittee:  May  I 
summarize  my  remarks  by  saying  that  there  is  no  basis  for  anxiety 
that  NAFTA  would  have  adverse  effects  on  the  public  sector  in  any 
of  the  member  countries.   For  the  most  part,  the  effects  of  NAFTA 
on  the  public  sector  are  similar  to  and  derive  from  the  same 
conditions  as  the  effects  on  the  private  economy. 

First  and  most  important,  NAFTA  would  increase  the  average 
income  in  each  member  country.   As  with  any  move  toward  free 
trade,  this  would  be  the  result  of: 

--a  reallocation  of  resources  toward  those  activities 

that  each  party  does  best, 

--  the  economies  of  scale  from  a  larger  market  area, 

--  the  effects  of  increased  competition  on  the 

incentive  to  reduce  costs,  and 

--  the  increase  in  the  returns  on  investment  in  both 

human  and  physical  capital. 
The  most  direct  effect  of  these  conditions  on  the  public  sector 
would  be  to  increase  average  tax  revenues . 

Second,  NAFTA  would  reduce  the  costs  of  goods  and  services 
purchased  by  the  public  sector.   Increased  cross  border 
competition  would  reduce  the  prices  to  both  private  and  public 
purchasers  of  goods  and  services  for  which  a  foreign  firm  is  the 
most  efficient  supplier.   In  this  case,  moreover,  NAFTA  also 
overrides  most  Buy  America  provisions  of  federal  and  state 
procurement  laws- -with  exceptions  for  contracts  that  are  small, 
with  firms  owned  by  nationals  of  some  countries  not  in  NAFTA,  or 
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involve  a  national  security  concern.   This  would  reduce  the  price 
of  goods  and  services  for  which  some  foreign  supplier  or  locally- 
established  foreign  owned  firm  is  the  most  efficient  supplier  but 
is  now  restricted  from  bidding  on  such  contracts. 

There  should  be  no  questions  that  Congress  has  the  authority 
to  override  these  provisions.   The  Constitution  clearly 
authorizes  Congress  "to  regulate  Commerce  with  foreign  Nations, 
and  among  the  several  States . "   Nor  does  the  abridgement  of  the 
Buy  America  provisions  have  any  direct  effect  on  employment  in 
the  public  sector.   Nothing  in  the  Buy  America  provisions  or  in 
NAFTA  restricts  the  authority  of  American  governments  at  any 
level  to  determine  whether  to  produce  some  good  or  service  within 
the  government  or  to  contract  for  this  good  or  service.   NAFTA 
requires  nondiscriminatory  treatment  of  firms  in  the  member 
countries  only  after  a  decision  is  made  to  contract  for  some  good 
or  service.   There  is  no  basis  a  concern  that  the  government 
procurement  provisions  of  NAFTA  present  a  threat  to  either  state 
sovereignty  or  employment  in  the  public  sector. 

NAFTA,  however,  would  have  several  second  order  effects  on 
the  public  sector  that  should  be  recognized. 

Contrary  to  the  concerns  of  some  groups,  NAFTA  would 
probably  lead  to  an  increase  in  the  quality  of  the  environment  in 
each  member  country.   The  more  general  effect  would  be  the 
consequence  of  the  increased  demand  for  environmental  quality 
resulting  from  the  increase  in  average  income.   The  more 
substantial  effect  would  be  the  reduction  of  pollution  along  the 
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U.S. -Mexican  border,  in  effect,  by  transforming  all  of  Mexico, 
rather  than  a  narrow  border  area,  into  a  maquilladora.   Moreover, 
the  basic  text  of  NAFTA  includes  a  lot  of  "greenery" --including 
the  rights  of  national,  regional,  and  local  governments  to  set 
their  own  environmental  standards  even  if  they  are  stronger  than 
"international  standards.   The  concerns  about  the  environmental 
effects  of  NAFTA,  in  summary,  are  without  merit. 

As  I  mentioned  above,  a  reduction  of  trade  barriers 
increases  average  income.   For  the  high  wage  countries,  however, 
free  trade  hai;  a  distributional  effect  that  merits  attention  and 
a  public  sector  response.   NAFTA,  like  other  measures  to  reduce 
trade  barriers,  would  increase  the  demand  for  high  skilled  labor 
in  the  United  States  and  increase  the  effective  supply  of  low 
skilled  labor.   This  would  increase  the  difference  in  earnings 
over  the  range  of  skills,  a  condition  that  has  affected  all  of 
the  major  industrial  countries  for  about  20  years.   Free  trade, 
in  brief,  creates  difficulty  for  low  skilled  people  in  high  wage 
countries.   The  appropriate  response  to  this  effect,  I  suggests, 
is  to  assist  our  low  skilled  workers  with  such  measures  as 
vocational  training  and  the  earned  income  tax  credit  rather  than 
by  trade  restrictions  that  harm  the  low  skilled  people  of  other 
countries . 

A  final  effect  that  should  be  recognized  is  that  NAFTA  will 
increase  the  competition  among  the  governments  of  North  America. 
As  in  the  private  economy,  increased  competition  can  create 
problems  for  some  governments  but  has  clearly  beneficial  effects 
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for  the  population.   Reduced  barriers  to  the  movement  of  goods, 
services,  and  capital  would  make  each  government  more  responsive 
to  the  interests  of  voters,  taxpayers,  employers,  and  investors 
even  though  the  restrictions  on  migration  across  national  borders 
are  maintained.   Laws,  regulations,  programs,  and  taxes  that 
serve  narrow  interests  may  be  weakened  by  NAFTA,  and  that  is  the 
basis  for  the  opposition  by  some  groups.   On  the  other  hand,  some 
governments  may  not  be  doing  enough  to  meet  the  demands,  for 
example,  for  vocational  education.   There  is  reason  to  expect 
that  NAFTA  would  make  the  public  sector  more  efficient  and 
responsive  but  with  no  obvious  effect  that  would  change  its  size. 

Finally,  you  may  have  noticed  that  I  have  not  yet  used  the 
four  letter  "J"  word.   Many  of  the  groups  supporting  or  opposing 
NAFTA,  unfortunately,  have  grossly  inflated  the  effect  on  jobs. 
The  issues  at  stake  in  your  decision  whether  to  approve  NAFTA  are 
the  average  level  of  wages,  the  return  on  investment,  output,  and 
income- -not  jobs.   NAFTA  would  have  no  measurable  effect  on  total 
employment  in  any  of  the  member  countries.   That  giant  making 
sound  you  hear  is  a  blast  of  hot  air  from  Ross  Perot. 

NAFTA  is  one  of  those  issues  by  which  we  make  a  statement  to 
the  world- -about  whether  we  are  a  confident  or  a  defensive 
nation,  whether  our  government  is  prepared  to  serve  the  general 
interest  rather  than  a  collection  of  parochial  interests,  whether 
we  are  prepared  to  live  peacefully  and  productively  with  a  newly 
confident  but  still  poor  nation  on  our  southern  border.   I  urge 
this  subcommittee  to  give  NAFTA  its  wholehearted  support. 
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Mr.  CoNYERS.  Thank  you,  very  much. 

Mr.  McCandless.  Thank  vou,  Mr.  Chairman.  I  would  pose  this 
question  to  both  of  our  panel  members.  We  have  talked  about  low- 
skilled  jobs  in  the  labor  market  currently.  Critics  of  NAFTA  say 
that  the  agreement  would  cost  U.S.  employees  these  low-skilled 
jobs.  So  my  question  is  in  what  sectors  of  the  U.S.  industry  do  low- 
skilled  jobs  predominate  and  what  would  happen  to  these  jolbs 
without  NAFTA? 

Dr.  NiSKANEN.  The  sectors  are  most  likely  to  be  in,  for  example, 
apparel  and  parts  of  the  agricultural  sector.  And  what  happens  to 
those  people  depends  very  much  on  the  general  economic  climate 
in  the  immediate  regions. 

Over  the  past  decade,  for  example,  the  textile,  apparel,  and  home 
furnishings  industries,  has  lost  almost  half  a  million  jobs.  But  most 
of  that  job  loss  has  been  in  the  Southeast  of  this  country  where  per 
capita  income  has  been  increasing  about  as  fast  as  any  place  in  the 
country.  So  the  job  loss  in  textiles  and  apparel  has  generally  had 
benign  regional  effects  because  the  general  economic  climate  of  the 
region  has  been  quite  healthy. 

Now,  if  you  were  employed  in  a  company  town  in  some  back  hol- 
low, that  can  be  a  more  serious  problem.  But  the  evidence  of  what 
happens  when  these  people  lose  their  apparel  jobs  and  regain  em- 
ployment is  really  quite  interesting. 

When  people  have  lost  their  apparel  jobs,  many  of  them  drop  out 
of  the  labor  force,  often  women.  Those  people  who  move  typically 
are  re-employed  at  a  higher  wage  than  at  their  apparel  wage  be- 
cause it  basically  breaks  the  lock  of  the  company  town  on  them.  So, 
we  can  identify  fairly  clearly,  I  think,  where  the  jobs  will  be  lost 
in  terms  of  what  sectors,  and  we  can  identify  roughly  what  will 
happen  to  those  people  depending  very  much  on  whether  the  gen- 
eral economic  climate  of  the  State  or  the  region  in  which  those 
firms  operate  is  healthy  or  weak. 

Mr.  McCandless.  Did  you  have  any  comment? 

Dr.  Sawicky.  I  would  like  to  add  for  emphasis  that  the  scenario 
by  which  low-skilled  jobs  are  replaced  by  the  high-skilled  jobs  the 
truth  of  which  I  do  not  concede,  is  not  tnat  the  low-skillea  worker 
becomes  a  computer  programmer  or  a  brain  surgeon.  What  you 
would  have  is  people  coming  into  the  labor  force  who  start  from  a 
somewhat  higher  niche.  You  would  have  people  in  the  upper  sec- 
tion of  the  wage  distribution  who  have  somewhat  better  opportuni- 
ties. The  fate  of  the  persons  displaced  is  nothing  so  pleasant.  There 
are  studies  of  the  fate  of  displaced  workers  that  show  that  they  end 
up  with  very  much  lower  wages.  They  often  leave  the  labor  force 
altogether — and  you  have  involuntary  retirement.  This  is  signaled 
strongly  in  Dr.  Reischauer's  testimony  on  page  14  where  he  points 
out  that  there  are  substantial  "retraining  costs,"  I  quote  Dr. 
Reischauer: 

"A  key  issue  is  whether  existing  programs" — and  he  lists  a  few — 
"are  sufficient  and  appropriate  to  handle  the  needs  of  workers  dis- 
placed by  NAFTA."  Again,  commitments  and  good  intentions  not- 
withstanding, in  the  current  budget  environment  we  have  to  ask 
very  seriously  whether  given  it  is  appropriate  to  undergo  a  course 
of  action  where  you  are  not  likely  to  satisfactorily  address  these  ad- 
justment costs. 
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Dr.  NiSKANEN.  I  think  it  is  important  to  put  the  magnitudes  in 
context  however.  The  number  of  workers  that  might  be  displaced 
by  NAFTA  in  the  United  States  is  in  the  200,000  to  500,000  range. 
During  the  Reagan  years,  this  country  created  roughly  200,000  jobs 
a  month  for  8  years  in  a  row  from  1982  to  1990.  And  so,  this  is 
small  change.  And  if  the  general  economic  climate  of  the  country 
is  healthy,  we  can  absorb  an  awful  lot  of  replacement  or 
reallocation  of  labor  without  any  significant  problems. 

We  will  be  releasing  something  like  a  million  people  from  the 
military  and  from  defense-related  contractors  over  the  next  several 
years,  and  that  will  be  a  substantially  larger  reallocation  of  re- 
sources than  we  should  expect  from  NAFTA,  but  still  is  the  slowest 
of  the  defense  conversions  that  we  have  experienced  since  1945.  So 
the  real  focus  of  your  attention  as  Members  of  Congress  should  be 
on  measures  that  affect  our  general  economic  environment  and 
those  of  your  colleagues  in  the  States  on  the  State  economic  cli- 
mate. 

And  given  that,  we  can  absorb  a  great  deal  of  reallocation  of  the 
magnitudes  that  would  be  implicit  in  either  NAFTA  or  quite  clear 
in  the  case  of  the  defense  conversion  process. 

Mr.  McCandless.  There  are  those  who  say  that  without  NAFTA, 
Mexico  will  become  the  spring  board  of  the  Asian  countries  and 
that  that  would  result,  then,  in  a  lack  of  coordinated,  controlled  en- 
vironment, customs  enforcement,  and  surveillance,  and  all  of  the 
other  things  which  NAFTA  attempts  to  address  in  its  relationship 
between  countries,  and  that  Mexico,  without  a  NAFTA  would  be 
under  no  pressure  to  work  with  the  United  States  to  police  its  bor- 
ders, preserve  its  environment,  improve  workers'  rights,  or  any- 
thing else.  How  would  you  gentlemen  respond  to  this? 

And  then  what  we  would  actually  end  up  with  if  this  scenario 
were  to  take  place  is  we  would  have  NAFTA,  only  it  wouldn't  be 
NAFTA.  It  would  be  Asia  and  Asia  would  be  using  Mexico  as  a  way 
by  which  to  enter  the  markets  of  the  United  States  at  a  lower  tariff 
rate  if  they  were  to  prevail. 

Dr.  NiSKANEN.  My  judgment  is  that  the  substantial  economic  re- 
forms in  Mexico  will  continue  whether  or  not  NAFTA  is  approved. 
I  think  NAFTA  would  have  the  effect  of  locking  them  in.  But  im- 
portantly, NAFTA  gives  the  United  States,  as  well  as  Canada,  ad- 
vantages in  operating  in  the  Mexican  market  that  would  not  exist 
in  the  absence  of  NAFTA.  If  NAFTA  is  not  approved,  Mexico  will 
continue  to  be  a  better  investment  climate  than  it  was  in  the  past, 
but  by  both  American  companies  and  Japanese  companies  and  oth- 
ers, whereas  with  NAFTA  we  would  have  special  advantages  in  in- 
vesting in  Mexico. 

I  fully  expect  the  Japanese  and  Germans  and  others  to  invest  in 
Mexico,  too,  over  the  years,  largely  as  a  function  of  the  substantial 
reforms  that  they  have  made  to  date  and  are  likely  to  continue. 
But  NAFTA,  as  I  say,  gives  us  special  preferences  for  investment 
in  Mexico  relative  to  that  of  the  other  countries.  I  would  not  expect 
Mexico  to  flaunt  a  relationship  with  Japan  or  some  other  country 
by  establishing  a  free-trade  agreement  but  it  is  quite  clear  that 
they  would  seek  investments  from  other  parties  if  the  policy  rela- 
tionships with  the  United  States  turned  cool  for  whatever  reason. 
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Dr.  Sawicky.  a  lot  of  the  treaty  and  the  pleas  on  its  behalf  from 
the  administration  and  the  previous  one,  consist  of  verbal  assur- 
ances regarding  many  of  the  objections  raised  which  rely  on  the 
Mexican  Government  to  do  quite  a  lot.  I  think  our  expectations 
ought  to  be  discounted  practically  to  zero,  given  that  the  Mexican 
Goveminent  is  dysfunctional,  corrupt,  and  undemocratic.  In  that 
context  it  is  difficult  to  foresee  effective  implementation  of  any 
number  of  things  that  are  in  the  text  of  the  treaty. 

Mr.  McCandless.  My  final  question — and  I  take  a  page  out  of 
the  chairman's  book,  if  I  may — ^he  talked  about  how  we  are  all 
friends  and  we  are  all  trying  to  find  the  common  denominator,  yet 
so  many  groups  and  organizations  are  opposed  to  the  North  Amer- 
ican Free  Trade  Agreement.  And  how  do  we  reconcile  this  with  re- 
spect to  the  administration,  our  own  district,  the  political  process? 
What  is  wrong  here?  We  have  our  leader  saying  one  thing,  and  yet 
by  testimony  and  other  activities  such  as  correspondence  and  town 
halls  we  have  people  saying  things  against  it.  You,  gentlemen, 
what  would  be  your  assessment  of  why  we  find  ourselves  in  this 
kind  of  a  situation  where  men  of  genuine  professional  ability  are 
disagreeing  dramatically  over  something  that  seems  to  have  an  at- 
traction in  the  long  term,  and  yet  that  attraction  is  not  being 
shared  by  the  average  person  in  the  street? 

Dr.  NiSKANEN.  Well,  sir,  my  guess  is  that  less  than  half  of  Amer- 
icans could  even  tell  you  what  NAFTA  means.  So  I  think  that  this 
is  not  a  matter  in  which  there  is  a  broad  popular  understanding 
or  concern. 

You  do  have  a  number  of  patterns,  however,  which  are  consistent 
with  that  in  prior  trade  issues.  Presidents  of  both  parties  typically 
are  in  favor  of  freer  trade  because  they  represent  a  national  con- 
stituency rather  than  a  regional  constituency  and  they  also  have 
other  dealings  with  other  countries  in  which  they  don't  want  trade 
to  be  a  complicating  issue. 

So  I  would  expect  that  whoever  is  elected  President  over  the  re- 
mainder of  my  life  is  likely  to  be  relatively  favorable  to  fi^ee  trade, 
compared  to  most  Members  of  Congress.  Members  of  Congress  rep- 
resent particular  districts  and  some  of  those  districts  may  very  well 
be  losers  with  trade  liberalization.  Members  of  Congress  find  it  dif- 
ficult, for  reasons  that  you  understand  better  than  I,  to  vote  based 
upon  a  national  interest  or  the  average  interests  of  people  in  the 
country,  rather  than  the  interests  of  particular  people  in  their 
groups. 

Now,  others  even  though  their  own  district  may  not  be  harmed, 
have  special  concerns  about  individual  groups  within  the  society 
that  may  be  harmed.  And  I  think  that  explains  the  reason  why 
there  is  concern  by  a  lot  of  groups,  because  it  is  quite  clear  that 
low-skilled  people  in  high  wage  countries  are  going  to  have  trouble 
with  increased  globalization  of  the  world  economy.  They  will  find 
themselves  increasingly  in  competition  with  low-skilled  people  in 
low-wage  countries,  and  without  something  special  to  offer,  they 
will  be  in  trouble.  I  think  that  the  response  to  that  of  protectionism 
or  maintaining  border  controls  of  any  kind  on  goods  or  services  or 
people,  is  the  wrong  response.  Because  in  effect  what  that  does  is 
that  it  protects  our  low-skilled  people  at  the  expense  of  our  high- 
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skilled  people  and  at  the  expense  of  the  low-skilled  people  in  other 
countries. 

It  seems  a  rather  strange  form  of  benevolence  or  generosity  in 
that  case  to  exploit  the  low-skilled  people  in  another  country.  Some 
people,  I  think,  are  just  misinformed  or  misunderstand  the  con- 
sequences. I  think  a  lot  of  people  are  misinformed  about  what  is 
in  NAFTA  already.  It  has  a  great  deal  of  environmental  protection 
in  it,  for  example.  Some  people,  I  think,  are  just  misinterpreting  it 
entirely.  The  people  who  are  at  most  blame  for  being  careless  about 
the  facts  are  some  part  of  the  environmental  community.  You  have 
had  half  a  dozen  environmental  organizations  endorse  NAFTA  and 
some  major  ones  criticize  it.  And  there  is  no  reason  to  question  the 
environmental  credentials  of  either  group.  But  the  issue  here,  and 
Bob  Reischauer  explained  it  quite  well,  is  that  you  have  a  situation 
where  you  have  diffuse  benefits  and  concentrated  costs,  the  sum  of 
the  diffuse  benefits  in  dollar  terms  is  greater  than  the  concentrated 
costs  in  dollar  terms. 

In  other  words,  that  is  why  we  conclude  that  the  average  in- 
comes will  go  up,  but  that  our  political  process,  except  in  rare  occa- 
sions, is  unlikely  to  be  responsive  to  those  kinds  of  opportunities. 
We  did  it  in  1986  with  the  passage  of  the  Tax  Reform  Act  of  1986. 
And  we  have  done  it  occasionally  with  trade  agreements.  But  more 
often  than  not,  our  political  presence  responds  to  quite  different 
pressures,  which  is  in  favor  of^  people  who  have  concentrated  bene- 
fits or  to  protect  people  who  would  otherwise  have  concentrated 
costs. 

So  trade  agreements,  I  think,  have  to  be  or  ought  to  be  addressed 
almost  as  if  you  didn't  know  who  your  constituency  was.  If  you 
were  a  Member  of  Congress  but  didn't  know  who  you  represented, 
would  you  vote  for  it?  In  that  case  you  would  almost  surely  vote 
for  free  trade  and  tax  reform  and  a  variety  of  other  measures  be- 
cause you  would  be  less  inclined  to  support  the  parochial  interests, 
however  well  meant  and  however  solidly  documented  for  your  par- 
ticular constituency. 

Dr.  Sawicky.  I  don't  think  this  is  about  regions  at  all.  I  think 
it  is  about  social  class.  It  is  about  people  who  rely  for  income  on 
their  own  labor  and  are  bound  to  particular  places  where  they  live 
and  work.  On  the  other  hand,  there  are  more  fortunate  people  who 
have  more  options  who  are  more  mobile,  who  have  savings  and  as- 
sets who  can  switch  jobs  with  relatively  ease,  who  can  thrive  even 
for  lack  of  a  job  for  some  period  of  time.  The  experience  of  people 
in  the  first  category  over  the  past  15  years  amply  supports  sus- 
picion of  yet  another  weight  on  the  balance  in  favor  of  cheapening 
the  value  of  labor  in  the  United  States.  We  need  only  look  at  the 
fate  of  manufacturing  workers  over  the  past  15  years  in  the  United 
States. 

NAFTA  may  be  one  of  the  smaller  things  on  the  Hst  that  have 
combined  to  worsen  the  economic  prospects  of  those  people.  It  is 
common  wisdom,  not  least  because  employers  remind  them  of  it, 
that  you  will  accept  lower  wages  or  else  we  will  take  this  shop  and 
move  it  to  a  place  where  people  make  $50  a  week  or  whatever.  In 
that  context,  people's  reluctance  to  sign  on  to  another  exercise  of 
this  type  IS  understandable.  More  deeply,  what  is  going  on  here  are 
two  fundamentally  different  visions  of  how  an  economy  works. 
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In  one  vision  resources  allocation  improved,  the  more  inter- 
changeable and  the  more  movable  and  adjustable  workers  consent 
to  be.  By  another  vision  which  is  characterized  by  the  social  char- 
ter in  the  European  Community,  we  begin  economic  development 
from  the  premise  that  government  has  an  important  role  in  reflect- 
ing people's  preferences  regarding  conditions  in  their  communities, 
preferences  about  the  way  things  are  produced — in  sum  their  legiti- 
mate democratic  interests  in  regulating  the  economic  environment. 

We  start  from  a  premise  that  builds  upon  that  rather  than  turn- 
ing the  whole  structure  on  its  head.  As  Mr.  Brown  very  ably  point- 
ed out,  NAFTA  is  an  agreement  that  goes  into  endless  detail  about 
all  the  things  Federal,  State,  and  local  governments,  meaning  their 
voters,  cannot  do. 

Mr.  CoNYERS.  Thank  you  very  much,  Al  McCandless,  for  your 
questions  and  thank  you  very  much  gentlemen.  I  have  two  periph- 
eral questions  and  we  will  be  done. 

One  deals  with  the  historic  inability  of  our  country's  government 
to  deal  with  effective  job  retraining  systems.  The  second  has  to  do 
with  the  relocation  activities  of  corporations,  not  necessarily  out  of 
the  United  States,  but  even  within  the  United  States,  that  may  be 
aggravated  by  a  NAFTA  agreement.  And  I  would  like  to  just  see 
what  you  are  thinking  about  with  reference  to  those  two  points. 

Dr.  NiSKANEN.  Our  government  has  proved  to  be  very  effective 
when  it  has  tried  to  assist  the  transformation  process.  Often  it  has 
been  counterproductive.  The  Trade  Adjustment  Assistance  Pro- 
gram, itself,  for  example,  has  typically  delayed  the  time  of  rehiring, 
delayed  the  reemployment  of  people  rather  than  facilitated  the  re- 
employment of  people.  And  in  some  cases  it  has  assisted  people 
who  have  been  (Hsplaced  for  reasons  quite  other  than  trade. 

I  think  our  economy  as  a  whole,  however,  does  fairly  well  in  that 
regard.  We  made  very  much  more  substantial  reductions  in  trade 
barriers,  for  example,  under  the  Kennedy  Round  and  under  the 
Tokyo  Round  than  we  are  considering  under  NAFTA.  And  the  Ken- 
nedy Roimd  took  place  in  a  period  of  time  in  which  we  had  a  9- 
year  sustained  recovery  from  1960  to  1969.  The  Tokyo  Round  took 
place  in  a  period  in  which  we  had  an  8-year  sustained  recovery 
from  1982  to  1990,  and  in  which  general  economic  conditions  were 
healthy  and  were  generating  200,000  jobs  or  so  a  month.  We  ac- 
commodate these  reallocations  much  better  than  other  economies  of 
the  world. 

We  bemoan  the  fact  that  our  unemployment  rate  is  7  percent  and 
it  is  too  high,  but  it  is  over  11  percent  in  Canada,  and  it  is  11  per- 
cent or  so  in  Europe.  And  more  importantly  in  Europe,  more  than 
half  of  the  unemployed  have  been  unemployed  for  more  than  1 
year.  And  the  United  States  is  something  like  a  sixth  or  seventh 
of  the  unemployed  have  been  unemployed  for  a  long  time.  So  we 
have  a  track  record  of  being  able  to  provide  an  environment  in 
which  people  can  find  other  jobs  fairly  quickly.  And  even  with  all 
that  is  going  on  in  our  economy,  our  unemployment  rate  that  is 
now,  believe  it  or  not,  among  the  lowest  in  the  industrialized  world 
with  the  exception  of  Japan,  I  think  that  we  can  do  the  job  very 
well. 
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We  do  not  have  very  much  of  a  record  of  success  stories  to  tell 
about  formal  efforts  to  retrain  and  move  and  assist  the  process  by 

the  government.  j  ^    .     • 

Dr.  Sawicky.  Well,  insofar  as  the  government  is  alleged  to  be  in- 
effective in  this  exercise,  it  weakens  the  case  for  the  agreement.  If 
we  acknowledge  these  important  costs  of  transition,  adjustment, 
and  displacement,  and  if  we  don't  think  the  government  can  do 
very  much,  or  we  are  less  than  inclined  to  think  government  will 
be  successtul,  then  we  ought  to  be  less  enthusiastic  about  NAFTA. 

Putting  that  aside,  I  think  there  are  two  problems  with  job  re- 
training, without  going  into  a  dissertation.  One  is  very  much  what 
Bill  alluded  to  in  terms  of  the  problem  of  targeting  services  and 
benefits.  In  particular,  concentrating  resources  on  those  who  need 
it  the  most,  rather  than  surrendering  to  the  dynamic  of  the  politi- 
cal process  where  everybody  has  to  get  a  piece  for  anything  at  all 
to  get  done.  That  is  one. 

A  second  one  that  I  would  point  to,  because  the  Economic  Policy 
Institute  has  a  study  on  it,  is  the  privatization  element  of  the  Job 
Training  Partnership  Act.  This  has  thwarted  the  public  purpose 
underlying  the  entire  exercise.  The  public  purpose  I  take  to  be 
matching  the  worker  to  the  best  job  for  which  he  or  she  is  suited. 
In  that  process  we  give  the  employer  the  best  hire  available.  The 
privatization  incentives  in  JTPA  have  tended  to  reward  volume  in 
terms  of  placements  and  rapidity  of  replacements,  which  is  not 
quite  the  same  thing. 

In  that  process  the  less  qualified  worker  is  passed  over  because 
they  are  harder  to  place  for  the  profit-seeking  entrepreneur  who 
has  been  contracted  out  to  retrain  and  to  place  people  in  jobs.  I 
would  just  mention  those  two  things.  As  far  as  the  unemplo)mient 
rates  go,  since  I  was  talking  with  somebody  about  this  recently,  if 
you  compare  the  unemployment  rates  using  some  effort  to  make 
sure  the  definitions  are  the  same  for  Europe  and  the  United  States, 
there  is  less  dispersion  than  is  apparent  from  the  official  rates.  We 
are  still  lower,  but  the  gap  is  less  obvious. 

To  some  extent,  I  will  acknowledge  that  Western  European  coun- 
tries have  chosen  somewhat  higher  unemployment  for  tne  sake  of 
higher  standards  for  those  who  work.  The  way  they  deal  with  those 
who  are  not  employed  is  with  higher  public  employment  and  social 
benefits.  In  our  country,  we  have  a  bias  in  favor  of  somewhat  more 
employment  with  lower  standards  for  those  who  work.  Given  that 
choice,  it  becomes  even  more  incredible  to  hope  that  we  will  be  able 
to  easily  solve  unemployment  problems  in  the  United  States  result- 
ing from  NAFTA.  That  is  not  merely  a  matter  of  the  unemployment 
rate,  but  of  those  who  have  left  the  labor  force  and  who  ought  to 
be  in  it. 

Mr.  CONYERS.  This  discussion  brings  to  mind  the  city  of  High- 
land Park,  MI,  international  headquarters  of  Chrysler  Corp.  Chrys- 
ler reneged  on  an  agreement  from  which  they  extracted  healthy  tax 
cuts  since  this  had  been  their  historical  international  headquarters. 

They  were  able  to  oersuade  Highland  Park  that  they  were  mere- 
jy  startmg  a  research  division  in  Auburn  Hills,  so  the  Highland 
Park  local  government,  as  required  by  State  law,  forgave  them  this 
tax  abatement  to  allow  them  to  seek  another  tax  abatement,  which 
having  been  secured,  led  Chrysler  to  then  leave  Highland  Park. 
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The  losses  total  in  excess  of  $4  million  a  year  for  a  city  of  20,000 
people.  So  you  can  imagine  the  stageering  blow  that  has  been  vis- 
ited upon  them  as  a  result  of  this  decision.  We  are  finding  other 
kinds  of— similar  kinds  of  examples.  Question:  Will  those  kinds  of 
horror  stories  be  increased,  decreased,  or  not  affected  by  the  North 
American  Free  Trade  Agreement? 

Dr.  NiSKANEN.  I  think  not  very  much  affected,  but  possiblv  in- 
creased. The  real  issue  is  whether  there  has  been  a  breach  of  con- 
tract and  if  there  has  been,  then  I  think  the  law  ought  to  go  after 
Chrysler.  I  used  to  be  an  executive  of  Ford  Motor  Co.  and  I  lived 
in  the  area,  and  I  know  that  the  Big  Three  have  often  played  rough 
and  loose  with  local  politics.  And  if  there  has  been  a  breach  oi  a 
promise  about  what  to  do  in  exchange  for  a  tax  waiver  or  pref- 
erence, then  thev  should  be  in  court  for  it. 

I  think  that  tnere  is  a  misperception  which  a  lot  of  people  have, 
however,  about  the  competitive  threats  to  the  United  States.  Our 
major  competitive  problems  are  with  the  highest  wage  coimtries  in 
the  world,  not  with  the  lowest  wage  countries  in  the  world.  We 
don't  have  competitiveness  problems  with  Bangladesh,  Zaire,  and 
the  Islands  of  Indonesia  and  so  forth.  Our  competitiveness  prob- 
lems are  with  Japan  and  Germany  and  the  highest  wage  countries 
in  the  world.  It  isn't  wages,  but  it  is  the  relationship  of  wages  to 
productivity  that  is  the  key.  And  the  idea  somehow  that  there  is 
a  flood  of  jobs  ready  to  move  to  Mexico  if  we  drop  the  trade  barriers 
along  that  border  is  a  gross  misunderstanding  of  the  current  state 
of  the  world. 

NAFTA  will  help  us.  It  will  help  the  Mexicans  proportionately 
somewhat  more.  It  will  make  it  easier  for  us  to  live  on  the  longest 
border  in  the  whole  world  between  a  rich  country  and  a  poor  coun- 
try and  that  should  be  sufficient  reason  to  go  ahead  with  it.  We 
shouldn't  promise  economic  nirvana,  however,  in  either  our  country 
or  their  country  as  a  consequence.  But  I  think  it  is  worthwhile  to 
do.  Particularly  the  case  for  it  is  stronger  if  our  general  economic 
environment  were  healthier.  That  would  help  us  handle  all  kinds 
of  problems,  including  the  draw  down  of  the  defense  department 
ana  some  others,  much  more  easily  than  what  we  may  find  other- 
wise. There  is  more  reason  to  expect  concern  about  free  trade  when 
the  general  economy  is  weak  than  when  the  general  economy  is 
strong.  I  think  that  a  good  bit  of  the  anxiety  about  NAFTA  is  be- 
cause the  recovery  from  the  1990-91  recession  has  been  unusually 
weak.  And  it  doesn't  appear  as  if  the  prospects  for  a  long-term 
growth  path  are  very  promising  either.  And  that  is  the  problem, 
and  not  the  reallocations  of  a  rather  small  magnitude  that  would 
be  triggered  by  NAFTA. 

Mr.  CoNYERS.  Thank  you. 

Dr.  Sawicky.  Your  question  speaks  to  the  problem,  which  I  al- 
luded to,  of  intergovernmental  competition,  fiscal  competition 
through  lower  tax  rates,  which  I  view  as  quite  destructive.  It  points 
to  something  more  general:  The  irrational  system  of  finance  we 
have  in  our  Federal  system.  It  is  too  decentralized.  It  is  difficult 
to  tax  capital  at  the  local  level.  I  wish  it  were  not.  With  a  more 
rational  system  of  finance,  whereby  State  governments  are  able  to 
help  local  governments  more  and  the  Federal  Grovernment  is  able 
to  help  both  types  of  governments  more  with  general  assistance 
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and  other  types  of  grants  in  aid — apart  from  the  entire  amount  of 
spending  or  revenue  that  is  in  the  pubHc  sector — I  think  we  would 
reduce  inefficiencies  at  the  local  and  State  level  arising  from  loca- 
tion decisions.  Disparities  also  speaks  to  inequality  between  per- 
sons and  communities. 

Given  the  irrational  nature  of  our  decentralized  revenue  system, 
and  by  the  assignments  of  functions  relating  to  poverty  to  State 
and  local  governments  which  is  entirely  inappropriate  given  the 
nature  of  tnose  problems,  in  such  circumstances,  yet  anotner  exer- 
cise like  NAFTA  is  something  for  which,  especially  given  the  state 
of  the  economy,  we  are  not  well-prepared  even  under  the  scenario 
that  it  provides  positive  net  benefits  eventually. 

Mr.  CoNYERS.  Gentlemen,  you  have  helped  us  a  lot.  We  hope 
that  your  writings  and  your  words  are  widely  regarded  within  the 
Congress  as  we  move  toward  this  subject  matter.  And  I  can't  thank 
you  enough  for  staying  as  long  as  you  have. 

We  would  also  like  to  thank  Jane  Cobb,  Monty  Tripp,  Jim  Turn- 
er, Cheryl  Phelps,  Rosalind  Burke-Alexander,  Carl  Levan,  and  Rob- 
ert Weiner,  who  all  helped  to  put  this  hearing  together.  I,  of  course, 
am  indebted  to  my  dear  friend,  Al  McCandless,  who  has  been  here 
from  the  beginning  to  the  end.  The  subcommittee  stands  adjourned. 

[Whereupon,  at  3:56  p.m.,  the  subcommittee  adjourned,  to  recon- 
vene subject  to  the  call  of  the  Chair.] 
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The  Honorable  John  Conyers,  Jr. 

Chairman 

Subcommittee  on  Legislation 

and  National  Security 
Committee  on  Government  Operations 
U.S.  House  of  Representatives 
Washington,  d.c.  20515-6143 

Dear  Mr.  Chairman: 

I  want  to  thank  you  for  your  Invitation  to  appear  before  the 
Subcommittee  on  Legislation  and  National  Security  regarding  the 
impact  of  the  North  American  Free  Trade  Agreement  (NAFTA)  on 
Federal  and  state  procurement  laws  and  related  issues.  Z  must, 
however,  decline  your  invitation  at  this  time  in  that  the  issues 
of  concern  to  your  Subcommittee  over  which  I  have  jurisdiction 
have  not  reached  a  point  where  a  public  hearing  is  an  appropriate 
fonuB. 

As  you  know,  the  NAFTA  is  of  great  importance  to  the  United 
States  and  its  adoption,  with  significant  side  agreements,  is  a 
major  priority  of  this  Administration.  One  of  the  main  focuses 
of  your  hearing,  the  impact  of  the  Agreement  on  jobs  in  the 
public  and  private  sectors,  is  also  the  focus  of  one  of  the  side 
agreements  currently  being  negotiated.   In  addition  to  the  side 
agreement,  one  of  my  highest  priorities  as  Secretary  is  to 
develop  a  comprehensive  dislocated  workers  program  which  will 
offer  rapid  response,  and  an  improved  array  of  Information,  re- 
adjustment and  training  services  to  workers  regardless  of  the 
specific  cause  of  dislocation.  We  are  currently  developing  that 
program  and  Z  believe  that  it  will  address  many  of  your  concerns. 
As  we  move  forward  I  will  welcome  any  comments  or  suggestions 
that  you  or  any  Subcommittee  members  may  have  on  our  proposals. 

Many  of  the  other  issues  of  interest  to  the  Subcommittee  are 
more  in  the  purview  of  the  United  States  Trade  Representative.  I 
urge  you  to  contact  his  office  for  additional  information. 

The  North  American  Free  Trade  Agreement  and  its  impact  on 
all  three  countries  of  the  continent  is  of  great  concern  and 
interest  to  us  all.  I  applaud  you  and  the  Subcommittee  for  its 
work  and  intereet  on  this  crucial  issue. 


Spiwrely, 

"Robert's.  Reich 
(161) 
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CHAIRMAN  CONYERS'  FOLLOWUP  QUESTIONS  -  HONORABLE  RUFUS  YERXA 

I.  GOVERNMENT  PROCUREMENT 

1.  Under  NAFTA,  U.S.  Canadian  and  Maxican  suppliers  are  given  'national 
treatmert',  or  equal  opportunity  to  compete  in  each  of  the  other  procurement 
marltets.  However,  it  seems  that  there  is  greater  opportunity  in  the  U.S. 
market  for  foreign  suppliers  than  in  foreign  markets  for  U.S.  suppliers. 

Describe  briefly  the  comparative  size  and  value  of  the  U.S.,  Canadian, 
and  Mexican  procurement  markets  that  would  be  subject  to  non- 
discriminatory competition  under  the  agreement. 

2.  Mexico  is  allowed  a  ten-year  transition  period  to  come  into  compliance  with 
the  procurement  provisions  of  NAFTA,  as  well  as  an  annual  set-aside  of  $1 
billion. 

Given  these  exclusions,  what  is  the  actual  commercial  value  of  the 
Mexican  procurement  market  that  is  covered  by  the  agreement  in  year 
one?   In  year  five?    In  year  eight? 

How  does  this  compare  with  the  opportunities  in  the  U.S.  government 
procurement  market  available  to  Mexican  suppliers? 

3.  This  $  1  billion  set-aside  excludes  a  sJgniflcant  portion  of  the  Mexican  market 
from  coverage  under  the  agreement,  and  increases  to  $^.2  billion  after  ten 
years. 

What  sectors  are  affected  by  this  set-aside? 

~  Why  did  we  agree  to  exclude  such  a  large  portion  of  the  Mexican 
market  when  so  much  of  the  U.S.  market  is  open  to  competition?  How 
does  this  compare  to  our  agreement  with  Canada? 

How  is  this  fair  to  U.S.  suppliers? 

4.  The  agreement  applies  to  procurement  contracts  by  covered  Federal 
departments  and  ae«nd«s  of  over  $50,000  for  goods  and  service*  and  $6.5 
million  for  construction  services.  For  procurement  contracts  by  government- 
owned  enterprises  such  as  Mexico's  PEMEX  and  CFE,  the  threshold  for 
procurement  covarag*  is  $250,000  for  goods  and  services  and  $8  million  for 
construction  s«rvic«a. 

~  What  percentage  of  the  Mexican  procurement  market  meets  the  criteria 
for  the  $50,000  threshold  for  coverage? 

~        How  does  this  compare  with  Mexico?  With  Canada? 

-  How  do  you  anticipate  small  arwl  minority  businesses  will  be  able  to 
compete  in  a  market  with  such  a  high  threshold? 
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Given  that  so  much  of  the  Mexican  procurement  market  is  subject  to 
this  high  threshold,  doesn't  this  agreement  best  serve  the  Interests  of 
larger  companies?  At  the  same  time,  won't  small  businesses  in  the  U.S. 
be  faced    with  greater  competition  from  Mexican  suppliers? 

Is  there  anything  in  the  agreement  that  would  compel  the  U.S.,  Canada, 
or  Mexico  to  direct  any  minimum  share  of  procurement  business  to 
suppliers  of  either  of  the  other  NAFTA  signatories? 

5.  Critics  suggests  that  Mexico  could  easily  evade  even  the  high  dollar  thresholds 
that  apply  to  PEMEX  and  CFE  by  breaking  up  a  procurement  into  smaller 
component  parts  that  would  coma  in  below  the  threshold. 

What  specific  provisions  in  the  agreement  prohibit  this  activity? 

6.  In  a  slight  break  from  its  prohibition  on  foreign  ownership  of  energy  resources, 
Mexico  agreed  under  NAFTA  to  allow  contracts  for  oil  and  gas  drilling  services 
to  include  "performance  clauses',  for  example,  a  clause  giving  a  foreign  drilling 
service  firm  a  share  of  the  oil  produced  from  a  well  if  it  exceeded  a  certain 
volume. 

Is  there  anything  in  NAFTA  that  would  actually  require  Mexico  to  put 
performance  clauses  in  the  contracts  they  enter  into  with  U.S.  firms? 

If  Mexico  did  give  U.S.  firnru  performance  clauses  in  their  contracts,  it 
appears  that  the  only  way  such  clauses  could  help  U.S.  firms  gain 
ownership  interest  in  the  Mexican  oil  industry  would  be  if  they  gave 
U.S.  firms  a  share  of  the  oil  or  gas  found.  How  likely  is  this  to  happen? 

7.  Critics  of  NAFTA  suggest  that  State  governments  may  be  compelled  to 
maintain  procurement  policies  and  practices  tttat  conform  to  the  requirements 
of  the  agreement. 

Are  there  any  instances  in  which  you  can  envision  NAFTA  procurement 
laws  prevailing  over  State  laws? 

-  What  language  in  the  agreement  specifically  precludes  NAFTA  from  pre- 
empting State  procurement  laws? 

-  Can  States  participate  in  the  dispute  resolution  process?    If  not,  how 
do  States  protect  their  interests? 

8.  The  U.S.  and  Canada  are  lignatoriaa  of  the  QATT  Agreement  on  Government 
Procuramant  (tha  Coda),  a  multilataral  trade  agraamant  governing  international 
procuramant  but  Mexico  is  not.  An  earlier  draft  of  the  agreement,  stated  that 
NAFTA's  obHgationa  would  provaM  in  tfia  event  of  any  inconsistency  with  the 
Coda. 

~        Does  this  provision  stiii  exist  anywhere  in  the  agrean>ent7 
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In  the  event  of  inconsistency  between  the  Code  and  NAFTA,  which 
agreement  would  prevail? 

What  language  in  the  agreement  specifically  sets  out  the  obligations  of 
NAFTA  vis  a  vis  that  of  the  GATT  Government  Procurement  Code? 

How  will  NAFTA  effect  the  scope  and  coverage  of  the  Code? 

II.  IMPACT  ON  PUBLIC  SECTOR  ACTIVITIES 

9.  President  Clinton  has  indicated  that  the  NAFTA  implementing  legislation  will 
include  provisions  for  comprehensive  worker  adjustment  assistance.  The 
Administration  has  also  committed  to  seeking  additional  environmental  funding 
to  clean-up  specific  sites  and  for  infrastructure  improvement. 

Please  describe  briefly  the  Administration's  dislocated  worker  assistance 
program.  How  does  its  development  co-incide  with  the  side 
agreements?   With  the  implementing  legislation? 

What  will  these  programs  cost?    How  will  they  be  financed? 

Have  non-taxpayer  sources  of  funding  been  identified  to  conduct  the 
environmental  cleanup  needed  at  the  U.S. -Mexico  border  area?  What 
is  the  anticipated  cost  of  this  cleanup? 

10.  NAFTA  critics  anticipate  that  claims  for  unemployment  will  rise  and  additional 
demands  for  Job  retraining,  and  health  and  social  services  will  fall  to  a  public 
sector  with  sharply  depleted  resources. 

How  do  you  respond  to  this  criticism? 

~  You  have  stated  in  testimony  that  NAFTA  will  not  result  in  significant 
job  loss,  why  then  is  it  necessary  to  develop  provisions  for  dislocated 
worker  assistance? 

11.  I  understand  that  'non-conforming'  pubic  services  that  governments  wish  to 
exempt  from  ttis  agreomont  must  b«  offidalty  listed  within  two  years. 

-  Please  give  me  an  example  of  a  'non-conforming'  public  service.  Please 
describe  the  process  by  which  public  services  are  exempted  from  the 
agreenrient. 

-  This  only  applies  to  existing  services,  how  would  we  exempt  a  public 
service  that  we  wish  to  expand?  How  would  be  exempt  a  new  public 
service? 

~  What  if  the  other  signatories  to  the  agreement  object  to  the  exemption 
of  a  particular  public  service? 

~  Doesn't  this  undermine  the  Administratton's  goals  for  health  care 
reform? 
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III.         MAFTA'S  PRE-gMPTlON  OF  STATE  SOVEREIGNTY 

12.  Critics  of  the  agreement  predict  a  downward  'harmonization"  of  social, 
economic  and  environmental  standards  to  match  the  lowest  prevailing 
standards. 

How  do  you  respond  to  testimony  from  our  Canadian  witness  that  the 
U.S. -Canadian  agreement  did  in  fact  result  in  a  lowering  of  standards 
in  Canada? 

What  provisions  in  NAFTA  ensure  that  state  laws  and  regulations  that 
are  inconsistent  with  the  interests  of  other  signatories  are  not 
weakened? 
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DEPUTY  UNITED  STATES  TRADE  REPRESENTATIVE 

EXECUTIVE  OFFICE  OF  THE  PRESIDENT 

WASHINGTON,  D.C.  20506 

nrr      7  1993 


The  Honorable  John  Conyers,  Jr. 

Chairman,  Legislation  and  National  Security  Subcommittee 

Committee  on  Government  Operations 

c/o  Rosalind  Burke-Alexander,  Clerk 

B-373  Rayburn  House  Office  Building 

Washington,  D.C.   20515-6143 

Dear  Chairman  Conyers: 

Thank  you  for  your  letter  of  August  5  requesting  answers  to 
follow-up  questions  on  the  testimony  I  presented  to  your 
Subcommittee.   We  received  your  letter  on  August  24.   Enclosed 
are  my  responses.   I  trust  that  you  will  find  them  helpful  in 
your  continuing  deliberations  regarding  the  impact  of  the  NAFTA 
on  the  public  sector.   As  you  will  see  from  these  responses,  we 
are  confident  that  the  NAFTA  will  offer  significant  new 
opportunities  to  U.S.  small  and  minority  businesses  in  areas  like 
government  procurement.   I  remain  available  to  assist  you  in  any 
way  as  you  study  the  details  of  the  agreement. 


Sincerely, 


Enclosure 
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I.    GOVERNMENT  PROCUREMENT 

1.  Under  NAFTA,  U.S.,  Canadian  and  Mexican  suppliers  are  given 
"national  treatment",  or  equal  opportunity  to  compete  in 
each  of  the  other  procurement  markets.   However,  it  seems 
that  there  is  greater  opportunity  in  the  U.S.  market  for 
foreign  suppliers  than  in  foreign  markets  for  U.S. 
suppliers. 

Describe  briefly  the  comparative  size  and  value  of  the 
U.S.,  Canadian,  and  Mexican  procurement  markets  that 
would  be  subject  to  non-discriminatory  competition 
under  the  agreement. 

ANSWER:   While  the  U.S.  procurement  market  covered  by  the 
agreement  is  larger  than  either  the  Canadian  or  Mexican  markets, 
U.S.  firms  provide  a  wider  array  of  products  and  services  than 
firms  in  the  other  two  countries  and  will  be  competitive  on  a 
higher  proportion  of  contracts  in  the  other  two  markets  than  will 
Canadian  and  Mexican  firms  in  the  U.S.  market. 

A  key  consideration  is  the  additional  value  of  U.S.  procurement 
opportunities  that  will  be  open  to  foreign  competition  under  the 
agreement  for  the  first  time.   Using  this  yardstick,  the  value  of 
U.S.  liberalization  is  limited  to  the  portion  of  the  $6-7  billion 
of  covered  construction  contracts  that  is  spent  on  materials  and 
supplies.   All  other  areas  of  covered  U.S.  procurement  are 
already  open  under  the  GATT  Code  or  the  Canadian  Free  Trade 
Agreement  or  have  not  been  previously  subject  to  restrictions, 
like  covered  services  contracts.   In  contrast,  Mexico  is  opening 
its  procurement  market  to  foreign  suppliers  for  the  first  time. 

2.  Mexico  is  allowed  a  ten-year  transition  period  to  come  into 
compliance  with  the  procurement  provisions  of  NAFTA,  as  well 
as  an  annual  set-aside  of  $1  billion. 

—   Given  these  exclusions,  what  is  the  actual  commercial 

value  of  the  Mexican  procurement  market  that  is  covered 
by  the  agreement  in  year  one?   In  year  five?   In  year 
eight? 

How  does  this  compare  with  the  opportunities  in  the 
U.S.  government  procurement  market  available  to  Mexican 
suppliers? 

ANSWER:   The  transition  period  and  set-aside  amount  to  only  a 
small  proportion  of  the  $19  billion  Mexican  government 
procurement  market.   Under  the  NAFTA,  the  majority  of  this  market 
will  be  open  to  competition  from  U.S.  products  and  services.   At 
this  point  in  time,  the  actual  value  of  the  Mexican  procurement 
market  covered  under  the  agreement  in  future  years  cannot  be 
predicted  with  certainty.   The  agreement  requires,  however,  a 
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growing  proportion  of  the  entire  Mexican  procurement  market  to  be 
liberalized  each  year. 

The  U.S.,  in  contrast,  negotiated  various  exceptions,  like  small 
and  minority  business  set-asides  and  "Berry  Amendment"  defense 
procurements,  that  will  not  have  to  be  reduced  over  time.   In 
fact,  the  U.S.  maintains  considerable  flexibility  in 
administering  set  aside  programs.   The  value  of  the  small  and 
minority  business  set-aside  exception  is  roughly  $5  billion, 
while  the  value  of  other  non-national  security  exceptions  is 
approximately  $35  billion. 

3.  This  $1  billion  set-aside  excludes  a  significant  portion  of 
the  Mexican  market  from  coverage  under  the  agreement,  and 
increases  to  $1.2  billion  after  ten  years. 

What  sectors  are  affected  by  this  set-aside? 

Why  did  we  agree  to  exclude  such  a  large  portion  of  the 
Mexican  market  when  so  much  of  the  U.S.  market  is  open 
to  competition?   How  does  this  compare  to  our  agreement 
with  Canada? 

How  is  this  fair  to  U.S.  suppliers? 

Answer:   It  is  not  anticipated  that  this  set-aside  will  affect 
any  one  sector  disproportionately  since  there  are  restrictions  on 
the  proportion  of  the  total  set-aside  that  can  be  claimed  by 
individual  entities.   Additionally,  the  Mexican  annex  restricts 
the  value  that  can  be  set  aside  for  individual  classes  of 
products  in  the  Federal  Supply  Classification  System. 

On  balance,  this  set-aside  is  subject  to  more  stringent 
restrictions  than  the  exceptions  provided  for  U.S.  small  and 
minority  business  set-asides.   The  preservation  of  these  set- 
asides  ensures  that  U.S.  small  and  minority  businesses  will  only 
gain  under  NAFTA  through  increased  access  to  the  Mexican  and 
Canadian  procurement  markets,  while  maintaining  preferences  in 
the  U.S.  market.   Under  the  procurement  chapter,  the  U.S.  will 
cover  only  one-quarter  of  total  U.S.  federal  procurement 
opportunities,  most  of  which  have  been  open  to  foreign 
competition  already. 

4.  The  agreement  applies  to  procurement  contracts  by  covered 
Federal  departments  and  agencies  of  over  $50,000  for  goods 
and  services  and  $6.5  million  for  construction  services. 
For  procurement  contracts  by  government-owned  enterprises 
such  as  Mexico's  PEMEX  and  CFE,  the  threshold  for 
procurement  coverage  is  $250,000  for  goods  and  services  and 
$8  million  for  constructions  services. 

What  percentage  of  the  Mexican  procurement  market  meets 
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the  criteria  for  the  $50,000  threshold  for  coverage? 

How  does  this  compare  with  Mexico?   With  Canada? 

How  do  you  anticipate  small  and  minority  businesses 
will  be  able  to  compete  in  a  market  with  such  a  high 
threshold? 

Given  that  so  much  of  the  Mexican  procurement  market  is 
subject  to  this  high  threshold,  doesn't  this  agreement 
best  serve  the  interests  of  larger  companies?   At  the 
seune  time,  won't  small  businesses  in  the  U.S.  be  faced 
with  greater  competition  from  Mexican  suppliers? 

Is  there  anything  in  the  agreement  that  would  compel 
the  U.S.,  Canada,  or  Mexico  to  direct  any  minimum  share 
of  procurement  business  to  suppliers  of  either  of  the 
other  NAFTA  signatories? 

Answer:   It  is  an  accepted  premise  in  international  trade 
negotiations  on  government  procurement  that  thresholds  for 
government-owned  enterprises  should  be  generally  higher  than 
those  for  central  government  ministries,  departments,  and 
agencies.   Parastatals,  for  example,  must  operate  daily  subject 
to  more  competitive  constraints  than  is  true  for  government 
agencies  that  have  no  private  sector  equivalent.   Nevertheless, 
the  higher  thresholds  for  government-owned  enterprises  (which 
apply  to  U.S.  federally-owned  power  generation  utilities  as  well) 
are  still  low  enough  to  capture  most  procurements  of  significance 
to  U.S.  suppliers. 

Our  work  with  U.S.  firms  of  all  sizes  has  indicated  that  there 
are  substantial  new  market  opportunities  available  to  small  U.S. 
businesses.   Moreover,  small  businesses  will  have  ready  access  to 
subcontracting  opportunities  with  U.S.  companies  that  win  some  of 
the  larger  procurement  contracts  let  by  Mexican  parastatals. 
These  new  opportunities,  coupled  with  the  preferred  access  U.S. 
small  businesses  have  in  the  U.S.  procurement  market  through  set- 
asides,  ensure  that  these  firms  can  only  gain  as  a  result  of  this 
agreement. 

5.    Critics  suggest  that  Mexico  could  easily  evade  even  the  high 
dollar  thresholds  that  apply  to  PEMEX  and  CFE  by  breaking  up 
a  procurement  into  smaller  component  parts  that  would  come 
in  below  the  threshold. 

What  specific  provisions  in  the  agreement  prohibit  this 
activity? 

Answer:   Article  1001:4  and  Article  1002  provide  more  than  an 
adequate  guarantee  that  any  attempt  at  circumvention  through  the 
subdivision  of  procurement  requirements  can  be  effectively 
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countered.   These  provisions  are  very  specific  in  describing  how 
contracts  must  be  valued  for  purposes  of  determining  the  impact 
of  the  agreement's  thresholds.   They  even  go  beyond  those 
specified  in  the  GATT  Code. 

6.  In  a  slight  break  from  its  prohibition  on  foreign  ownership 
of  energy  resources,  Mexico  agreed  under  NAFTA  to  allow 
contracts  for  oil  and  gas  drilling  services  to  include 
"performance  clauses",  for  example,  a  clause  giving  a 
foreign  drilling  service  firm  a  share  of  the  oil  produced 
from  a  well  if  it  exceeded  a  certain  volume. 

Is  there  anything  in  NAFTA  that  would  actually  require 
Mexico  to  put  performance  clauses  in  the  contracts  they 
enter  into  with  U.S.  firms? 

If  Mexico  did  give  U.S.  firms  performance  clauses  in 
their  contracts,  it  appears  that  the  only  way  such 
clauses  could  help  U.S.  firms  gain  ownership  interest 
in  the  Mexican  oil  industry  would  be  if  they  gave  U.S. 
firms  a  share  of  the  oil  or  gas  found.   How  likely  is 
this  to  happen? 

Answer:   The  agreement  does  not  actually  require  performance 
clauses  but  does  encourage  Mexican  energy  parastatals  to  make  use 
of  incentive  fees  to  enhance  the  pay-off  to  contractors  for 
performing  better  than  is  required  by   minimum  contract 
requirements.   The  point  to  keep  in  mind  is  that  the  possibility 
for  U.S.  firms  to  negotiate  performance  clauses  provides  these 
firms  with  an  opportunity  for  the  first  time  to  obtain  access  to 
oil  and  gas  resources  in  Mexico. 

7.  Critics  of  NAFTA  suggest  that  state  governments  may  be 
compelled  to  maintain  procurement  policies  and  practices 
that  conform  to  the  requirements  of  the  agreement. 

Are  there  any  instances  in  which  you  can  envision  NAFTA 
procurement  laws  prevailing  over  state  laws? 

What  language  in  the  agreement  specifically  precludes 
NAFTA  from  preempting  state  procurement  laws? 

Can  states  participate  in  the  dispute  resolution 
process?   If  not,  how  do  states  protect  their 
interests? 

Answer:   Critics  who  suggest  that  the  NAFTA  procurement  chapter 
in  its  present  form  compels  the  states  to  do  anything  have  not 
read  the  agreement  very  carefully.   This  agreement,  like  other 
international  trade  agreements  on  government  procurement,  sets 
forth  obligations  only  with  respect  to  covered  procurements,  as 
defined  by  a  country's  annex  to  the  agreement.   Annex  1001. la-3 
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only  notes  that  coverage  of  subcentral  procurements  will  be  the 
subject  of  consultations  in  accordance  with  Article  1024. 
Article  1024  states  that  subcentral  procurement  shall  be  a 
subject  of  future  negotiation,  which  shall  commence  either  upon 
the  completion  of  a  new  GATT  agreement  that  covers  such 
procurements  or  by  December  31,  1998,  whichever  is  earlier. 
Prior  to  this  future  negotiation,  there  can  be  no  issue  of 
dispute  resolution  with  respect  to  state  procurement.   No 
language  is  necessary  to  specifically  preclude  preemption  of 
state  procurement  laws  since  the  agreement  itself  does  not  cover 
any  state  procurement. 

8.    The  U.S.  and  Canada  are  signatories  of  the  GATT  Agreement  on 
Government  Procurement  (the  Code) ,  a  multilateral  trade 
agreement  governing  international  procurement,  but  Mexico  is 
not.   An  earlier  draft  of  the  agreement  stated  that  NAFTA' s 
obligations  would  prevail  in  the  event  of  any  inconsistency 
with  the  Code. 

Does  this  provision  still  exist  anywhere  in  the 
agreement? 

In  the  event  of  inconsistency  between  the  Code  and 
NAFTA,  which  agreement  would  prevail? 

What  language  in  the  agreement  specifically  sets  out 
the  obligations  of  NAFTA  vss  a  vis  that  of  the  GATT 
Government  Procurement  Code? 

How  will  NAFTA  effect  the  scope  and  coverage  of  the 
Code? 

Answer :   The  agreement  has  no  such  provision.   The  NAFTA 
procurement  chapter  and  the  Code  are  meant  to  complement  one 
another.   While  there  are  significant  areas  of  overlap  between 
the  two  agreements,  the  NAFTA  goes  beyond  the  Code  by  including 
Mexico,  as  well  as  areas  of  procurement  that  are  currently  under 
negotiation  in  the  Code,  like  services,  construction,  and 
government-owned  enterprises.   In  any  dispute  between  the  U.S. 
and  Mexico,  the  NAFTA  would  prevail  since  Mexico  is  not  a 
signatory  to  the  Code.   As  to  a  dispute  between  the  U.S.  and 
Canada  over  a  procurement  that  is  covered  by  both  agreements,  the 
NAFTA  would  prevail  only  to  the  extent  that  it  requires  a  higher 
level  of  discipline  than  the  Code.   For  the  most  part,  this  would 
not  occur  since  the  NAFTA  text  was  negotiated  on  the  basis  of  the 
text  being  negotiated  in  the  Code.   In  some  areas,  however,  like 
bid  protest,  the  NAFTA  is  likely  to  require  more  than  the  Code. 
In  these  situations,  the  parties  would  be  bound  by  the  higher 
disciplines  in  the  NAFTA. 

II.    IMPACT  ON  PUBLIC  SECTOR  ACTIVITIES 


172 


9.    President  Clinton  has  indicated  that  the  NAFTA  implementing 
legislation  will  include  provisions  for  comprehensive  worker 
adjustment  assistance.   The  Administration  has  also 
committed  to  seeking  additional  environmental  funding  to 
clean  up  specific  sites  and  for  infrastructure  improvement. 

Please  describe  briefly  the  Administration's  dislocated 
worked  assistance  program.   How  does  its  development 
coincide  with  the  side  agreements?   With  the 
implementing  legislation? 

What  will  these  programs  cost?   How  will  they  be 
finance? 

—   Have  non-taxpayer  sources  of  funding  been  identified  to 
conduct  the  environmental  cleanup  needed  at  the  U.S.- 
Mexico border  area?   What  is  the  anticipated  cost  of 
this  cleanup? 

Answer:   The  Administration  is  fully  committed  to  a  new 
comprehensive,  worker  adjustment  program  that  will  seek  to  ensure 
that  no  job  loser  will  face  unaided  the  challenge  of  adapting  to 
economic  change,  whatever  its  cause. 

The  program  will  make  available  and  provide  funding  for  a  wide 
range  of  effective  re-employment  services  to  all  dislocated 
workers,  whether  the  cause  of  dislocation  is  defense  downsizing, 
technology,  trade,  or  any  other  source  of  economic  turbulence. 
The  re-employment  services  to  be  offered  include  job  search 
assistance,  quality  training,  and  income  support. 

The  Administration  will  soon  introduce  legislation  to  authorize 
this  new  comprehensive  program  and  will  seek  Congressional 
approval  this  year.   I  will,  therefore,  defer  on  the  details  of 
this  proposal  at  this  time. 

Regarding  border  clean-up,  during  the  campaign,  the  President 
noted  the  pressing  need  to  address  environmental  problems  along 
our  southern  border.   The  Administration  is  actively  engaged  in 
the  issue,  from  the  National  Park  Service,  to  USDA's  Rural 
Development  Agency,  the  National  Fish  and  Wildlife  Service  and 
public  health  and  housing  agencies.   The  Environmental  Protection 
Agency  is  coordinating  the  effort  to  build  on  and  improve 
activities  under  our  bilateral  border  plan. 

However,  a  key  to  improved  environmental  conditions  along  the 
border  is  finding  the  resources  to  address  the  problem.   As 
Ambassador  Kantor  announced  on  August  13,  Mexico  and  the  United 
States  have  proposed  the  creation  of  a  new  Border  Environment 
Administration.   The  goal  of  the  new  institution  will  be  to 
marshall  resources  to  address  the  pressing  needs  for  wastewater 
treatment,  drinking  water,  disposal  of  municipal  solid  wastes  and 
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possibly  other  infrastructure  needs.   Local  input  to  the 
decision-making  process  will  be  a  prime  aspect  of  the  new 
institution.   The  Border  Environment  Administration  will  certify 
projects  for  eligibility  for  loans  from  an  associated  financing 
facility  that  will  raise  capital  primarily  from  the  private 
market.   The  Department  of  the  Treasury  and  others  are  consulting 
with  Congress,  the  states  and  the  public  as  these  negotiations 
proceed. 

If  we  reject  NAFTA,  we  lose  the  opportunity  to  put  these  unique 
cooperative  institutions  to  work  to  tackle  the  significant 
environmental  problems  between  our  countries  and  in  the  border 
region. 

10.   NAFTA  critics  anticipate  that  claims  for  unemployment  will 
rise  and  additional  demands  for  job  retraining,  and  health 
and  social  services  will  fall  to  a  public  sector  with 
sharply  depleted  resources. 

How  do  you  respond  to  this  criticism? 

You  have  stated  in  testimony  that  NAFTA  will  not  result 
in  significant  job  loss,  why  then  is  it  necessary  to 
develop  provisions  for  dislocated  workers? 

Answer:   Although  virtually  every  study  shows  NAFTA  will  produce 
a  net  gain  in  employment  in  the  United  States,  there  will  be  some 
workers  who  lose  their  jobs  as  a  result  of  NAFTA.   The  consensus 
is  that  with  NAFTA,  an  additional  200,000  jobs  related  to  exports 
will  be  created  in  the  U.S.  by  1995.   While  the  studies 
acknowledge  that  there  will  be  some  jobs  lost  in  certain  sectors, 
they  agree  that  the  jobs  lost  will  be  a  relatively  small  number 
compared  to  the  jobs  that  are  lost  in  the  United  States  overall, 
because  of  defense  conversion,  corporate  downsizing,  and 
technological  change.   This  is  true  because  Mexico's  economy  is 
only  one-twentieth  the  size  of  ours  and  our  tariff  and  non-tariff 
barriers  are  already  low. 

On  September  1,  284  economists,  including  12  of  the  living 
American  Nobel  laureate  economists,  wrote  to  the  President 
saying: 

While  we  may  not  agree  on  the  precise  employment  impact 
of  NAFTA,  we  do  concur  that  the  agreement  will  be  a  net 
positive  for  the  United  States,  both  in  terms  of 
employment  creation  and  overall  economic  growth. 
Specifically,  the  assertions  that  NAFTA  will  spur  an 
exodus  of  U.S.  jobs  to  Mexico  are  without  basis. 
Mexican  trade  has  resulted  in  net  job  creation  in  the 
U.S.  in  the  past,  and  there  is  no  evidence  that  this 
trend  will  not  continue  when  NAFTA  is  enacted. 
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Moreover,  beyond  employment  gains  an  open  trade 
relationship  directly  benefits  all  consumers. 

We  believe  the  critics  are  looking  at  the  future  through  a  rear 
view  mirror.  To  the  extent  that  there  has  been  job  loss  to 
Mexico,  it  is  precisely  because  of  trade  distortions  in  the 
current  trade  relationship  with  Mexico,  which  we  seek  to  change 
through  NAFTA. 

11.   I  understand  that  "non-conforming"  public  services  that 
governments  wish  to  exempt  from  the  agreement  must  be  officially 
listed  within  two  years. 

—   Please  give  me  an  example  of  a  "non-conforming"  public 
service.   Please  describe  the  process  by  which  public 
services  are  exempted  from  the  agreement. 

This  only  applies  to  existing  services,  how  would  we  exempt 
a  public  service  that  we  wish  to  expand?  How  would  be 
exempt  (sic)  a  new  public  service? 

What  if  the  other  signatories  to  the  agreement  object  to  the 
exemption  of  a  particular  public  service? 

Doesn't  this  undermine  the  Administration's  goals  for  health 
care  reform? 

Answer;   The  NAFTA  does  contain  a  requirement  to  list  existing 
"non-conforming"  measures  in  the  Annexes.   However,  there  are 
exceptions  to  this  obligation.   Under  Article  1206,  local 
governments  are  exempted  from  this  obligation.   More  generally, 
public  services  are  carved-out  entirely  from  the  NAFTA. 

The  right  for  a  country  to  provide  social  welfare  or  public 
policy  programs  is  not  limited  nor  constrained  by  NAFTA.   The 
United  States  will  be  able  to  continue  to  perform  these 
functions,  for  example,  social  welfare,  social  security  or 
insurance,  health,  child  care,  law  enforcement  and  correctional 
services.   (NAFTA  Article  1201b. 3).   This  paragraph  also 
preserves  the  right  of  each  party  to  provide  public  services  or 
to  perform  public  functions  provided  that  it  acts  consistently 
with  the  obligations  of  Chapter  12. 

In  addition,  the  United  States  is  not  obligated  to  provide 
national  treatment  to  Mexican  or  Canadian  providers  of  "social 
services."    The  United  States  may  also  impose  local  presence 
requirements  if  it  feels  it  necessary  or  require  senior 
management  of  members  of  board  of  directors  to  be  U.S.  citizens. 
These  "reservations"  (exemptions)  from  the  basic  obligations  of 
NAFTA  are  permanent  and  open-ended.   Canada  and  Mexico  have  taken 
similar  reservations. 
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NAFTA  Annex  II  United  States  -  Social  Services  -  page  II-u-5 
reads: 

The  United  States  reserves  the  right  to  adopt  or  maintain 
any  measure  with  respect  to  the  provision  of  public  law 
enforcement  and  correctional  services,  and  the  following 
services  to  the  extent  they  are  social  services  established 
or  maintained  for  a  public  purpose:   income  security  or 
insurance,  social  security  or  insurance,  social  welfare, 
public  education,  public  training,  health,  and  child  care. 

Finally,  in  Chapter  21  (General  Exceptions) ,  it  is  clearly  stated 
again  that  parties  may  adopt  or  enforce  measures  relating  to 
health  and  safety  and  consumer  protection  (Article  2101.2).   The 
U.S.  obligation  to  be  non-discriminatory  does  not  mean  that  we 
must  in  every  instance  accord  exactly  the  same  treatment  to  all 
NAFTA  service  providers.   For  example,  a  state  may  impose  special 
requirements  on  Canadian  and  Mexican  service  providers  if  the 
requirements  are  needed  to  promote  health  and  safety  or  to 
protect  consumers. 

Therefore,  NAFTA  does  not  stand  in  the  way  of  the 
Administration's  health  care  reform  efforts. 

III.   NAFTA 'S  PRE-EMPTION  OF  STATE  SOVEREIGNTY 

12.   Critics  of  the  agreement  predict  a  downward  "harmonization" 
of  social,  economic  and  environmental  standards  to  match  the 
lowest  prevailing  standards. 

What  provisions  in  NAFTA  ensure  that  state  laws  and 
regulations  that  are  inconsistent  with  the  interests  of 
other  signatories  are  not  weakened? 

Answer:   NAFTA  safeguards  the  right  of  the  U.S.  Government  and 
our  states  to  maintain  and  enforce  strong  environmental,  health 
and  safety  standards,  and  NAFTA  and  the  Supplemental  Agreements 
contain  provisions  to  encourage  improved  standards  and 
enforcement  throughout  North  America. 

Next  to  arguments  about  possible  job  losses,  no  issue  has  been 
more  emotional  in  the  debate  than  the  unfounded  charge  by 
opponents  that  NAFTA  undermines  the  ability  of  the  U.S. 
government,  and  the  states,  to  establish  and  enforce  their 
environmental,  health  or  safety  laws  and  maintain  high  standards. 
Opponents  repeatedly  raise  the  specter  of  Mexican  fruits  and 
vegetables  covered  with  DDT  or  other  prohibited  pesticide 
residues,  and  wrongly  suggest  that  we  will  not  be  able  to  stop 
their  implementation. 

The  combination  of  disinformation  and  playing  on  people's  fears 
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does  NAFTA  opponents  no  credit.   NAFTA  does  not  require  the 
federal  government  to  lower  its  environmental,  health  and  safety 
standards.   Indeed,  NAFTA  makes  explicit  that  each  government  may 
establish  the  levels  of  protection  for  human,  animal  or  plant 
life  or  health  that  the  government  considers  to  be  appropriate 
and  that  any  work  under  the  NAFTA  to  make  standards  compatible 
among  the  three  countries  is  to  be  done  "without  reducing  the 
level  of  safety  or  of  protection  of  human,  animal  or  plant  life 
or  health,  the  environment  or  consumers."   Moreover,  under  the 
NAFTA,  state  and  local  laws  are  free  to  differ  from  federal  laws, 
and  can  be  more  stringent  than  those  laws. 

Another  favorite  scare  tactic  of  NAFTA  opponents  is  to  claim  that 
NAFTA  will  require  us  (or  our  states)  to  adopt  international 
standards.   In  fact,  the  NAFTA  explicitly  provides,  in  Article 
713,  that  a  party  can  maintain  measures  more  stringent  than 
international  standards. 

NAFTA' s  critics  have  argued  —  again  incorrectly  —  that  the 
NAFTA  automatically  preempts  state  law  that  conflicts  with  the 
NAFTA's  obligations.   In  fact,  nothing  in  the  NAFTA  automatically 
preempts  state  law.   For  those  few  areas  where  the  NAFTA 
negotiators  considered  that  state  measures  might  in  fact  be 
inconsistent  with  the  NAFTA  (investment  and  services  provisions), 
the  NAFTA  provides  a  procedure  for  grand-fathering  such  measures. 
That  is,  if  the  procedures  are  followed,  those  non-conforming 
state  measures  in  the  investment  and  services  areas  will  be 
exempted  from  NAFTA's  obligations. 

As  stated  above,  we  do  not  believe  that  there  are  existing  non- 
conforming state  measures  related  to  environment,  health  and 
safety.   However,  even  in  the  event  that  a  NAFTA  dispute 
settlement  panel  were  to  determine  that  a  state  law  were 
inconsistent  with  the  NAFTA,  the  NAFTA  would  still  not  preempt 
state  law. 

If  we  follow  the  pattern  of  the  GATT  and  the  U.S. -Canada  Free 
Trade  Agreement,  the  federal  government's  efforts  to  secure  state 
conformity  with  the  NAFTA  are  likely  to  be  entirely  cooperative. 
The  Administration  typically  works  very  closely  with  the  states 
involved  in  any  dispute  settlement  proceedings,  both  before  and 
after  any  panel  consideration,  in  a  cooperative  effort  to 
determine  the  best  course  of  action.   Although  ultimately  the 
federal  government,  through  its  Constitutional  authority  and 
implementing  legislation,  retains  the  authority  to  overrule 
inconsistent  state  law  through  legislation  or  civil  suit,  use  of 
this  authority  has  not  been  necessary  in  the  nearly  half-century 
history  of  the  GATT  or  the  five  years  that  the  CFTA  has  been  in 
effect. 

Finally,  the  NAFTA  implementing  legislation  will  ensure  that 
there  is  no  "private  right  of  action"  under  the  NAFTA  that  might 
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mean  that  states  could  face  lawsuits  by  companies  or  individuals 
seeking  to  enforce  compliance  with  the  NAFTA  or  its  supplemental 
agreements . 
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CHAIRMAN  CONYERS'  FOLLOWUP  QUESTIONS  -  HONORABLE  ANN  HUGHES 

I.  GOVERNMENT  PROCUREMENT 

1.  Mexico  is  allowed  a  ten-year  transition  period  to  coma  into  compliance  with 
the  procurement  provisions  of  NAFTA,  as  well  as  an  annual  set-aside  of  $1 
billion. 

Given  these  exclusions,  how  Is  this  agreement  fair  to  U.S. 
manufacturers  and  service  providers? 

Doesn't  the  U.S.  marlcet  provide  disproportionately  more  opportunities 
to  foreign  suppliers? 

How  do  we  achieve  a  balance  with  this  agreement? 

2.  This  ^1  billion  set-aside  excludes  a  significant  portioit  of  the  Mexican  market 
from  coverage  under  the  agreement,  and  increases  to  #1.2  billion  after  ten 
years. 

What  sectors  are  affected  by  this  set-aside? 

Why  did  we  agree  to  exclude  such  a  large  portion  of  the  Mexican 
market  when  so  much  of  the  U.S.  market  is  open  to  competition?  How 
does  this  compare  to  our  agreement  with  Canada? 

~         How  is  this  fair  to  U.S.  suppliers? 

3.  The  agreement  applies  to  procurement  contracts  by  covered  Federal 
departments  and  agencies  of  over  $50,000  for  goods  and  services  and  #6.5 
million  for  construction  services.  For  procurement  contracts  by  government- 
owned  enterprises  the  tlireshoid  for  procurement  coverage  is  $250,000  for 
goods  and  services  and  $8  miilion  for  construction  services. 

-  What  percentage  of  the  Mexican  procurement  market  nneets  the  criteria 
for  the  $50,000  threshold  for  coverage? 

-  How  does  this  compare  with  Mexico?   With  Canada? 

~  How  do  you  anticipate  small  and  minority  businesses  will  be  able  to 
compete  in  a  market  with  such  a  high  threshold? 

-  Given  that  so  much  of  the  Mexican  procurement  market  is  subject  to 
this  high  threshold,  doesn't  this  agreement  best  serve  the  interests  of 
larger  companies?  At  the  same  time,  won't  small  businesses  in  the  U.S. 
be  faced   with  greater  competition  from  Mexican  suppliers? 

-  Are  we  providing  any  additional  assistance  to  small  and  minority 
businesses  to  enable  them  to  compete  in  this  new  market?  If  not.  why? 
If  so.  wtiat  agency  is  nrtanaging  this  program? 
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II.  IMPACT  ON  GOVERNMENT  ENTITLEMENTS  AND  PUBLIC  seCTOR  ACTIVITIgS 

4.  You  cited  in  testimony  the  CBO  report  which  found  that  the  net  effect  of 
NAFTA  would  be  positive. 

Are  you  saying  that  there  will.  In  fact,  be  some  negative  effect  of  the 
agreement? 

In  what  industries  do  you  anticipate  job  loss? 

Are  there  regions  of  the  country  that  will  experience  disproportionate 
job  loss  or  wage  reduction? 

Are  there  ethnic  or  minority  groups  that  will  disproportionately 
experience  job  loss  or  wage  reduction? 

5.  President  Clinton  has  indicated  that  the  NAFTA  implementing  legislation  will 
include  provisions  for  comprehensive  worker  adjustment  assistance.  The 
Administration  has  also  committed  to  seeking  additional  environmental  funding 
to  clean-up  specific  sites  and  for  infrastructure  improvement. 

-  Please  describe  briefly  the  Administration's  dislocated  worker  assistance 
program.  How  does  its  development  co-incide  with  the  side 
agreements?   With  the  implementing  legislation? 

-  What  will  these  programs  cost?   How  will  they  be  financed? 

If  certain  regions  of  the  country  and  certain  population  groups  are  most 
likely  to  face  job  loss  or  wage  reduction,  isn't  it  true  that  in  those  same 
regions  or  groups  there  will  be  a  corresponding  loss  of  tax  revenues? 

-  Won't  this  loss  of  tax  revenues  effect  the  quality  and  quantity  of  public 
services? 

8.  NAFTA  critics  anticipate  that  claims  for  unemployment  win  rise  and  additional 
demands  for  Job  retraining,  and  health  and  sodai  services  will  fan  to  a  public 
sector  with  sharply  depleted  resources. 

~        How  do  you  respond  to  this  criticism? 
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UNITED  STATES  DEPARTMENT  OF  COMMERCE 
International  Trada  Administration 

Washington.  0  C.  20230 


AJ6  27  1993 


SEP  U  ,  „,, 


The  Honorable  John  Conyers,  Jr. 

Chairman,  Legislation  and  National  Security  Subcommittee 

Committee  on  Government  Relations 

2157  Raybum  House  Office  Building 

Washington,  D.C.     20525 

Dear  Chairman  Conyers: 

Thank  you  for  your  letter  containing  follow-up  questions  on  the  testimony  I  presented 
to  your  Subcommittee.    Enclosed  are  my  responses  to  those  questions  within  my  purview.    I 
have  referred  your  questions  on  the  details  of  the  Administration's  Worker  Adjustment 
Assistance  Program  to  the  Department  of  Labor.   You  may  expect  a  response  from  Geri 
Palast,  Assistant  Secretary  of  Labor  for  Congressional  and  Intergovernmental  Affairs. 

Sincerely, 


Ann  H.  Hughes     '  ' 
Dq>uty  Assistant  Secretary 
for  the  Western  Hemisphere 
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GOVERNMENT  PROCUREMENT 


Mexico  is  allowed  a  ten-year  transition  period  to  come  into  compliance  with  the 
procurement  provisions  of  NAFTA,  as  well  as  an  annual  set-aside  of  $1  billion. 

In  1990,  Mexico's  government  procurement  market  was  estimated  to  be  worth  almost 
$19  billion.   Under  NAFTA,  the  majority  of  that  Mexican  procurement  market  is 
open  to  U.S.  bidders  immediately  upon  implementation  of  the  Agreement.   Not  only 
is  this  a  fair  and  balanced  procurement  agreement,  it  is  extremely  lucrative  for  U.S. 
firms. 

Mexican  federal  government  procurement  will  be  open  immediately.   There  is  a  ten- 
year  transition  period  for  PEMEX  and  CFE,  Mexico's  state-owned  oil  and  electricity 
monopolies,  construction  and  non-patented  pharmaceutical  procurement.   However, 
fiilly  fifty  percent  of  PEMEX  and  CFE  procurements  are  also  open  immediately. 

NAFTA's  government  procurement  provisions  will  for  the  first  time  secure 
guaranteed  access  to  the  Mexican  Government  procurement  market  for  U.S.  suppliers 
of  goods  and  services.    Currentiy,  Mexico's  government  procurement  market  is 
essentially  closed  to  U.S.  suppliers.   Mexican  procurement  policy  promotes  excluding 
foreign  competition  when  Mexican  goods  or  services  are  available.   NAFTA  reverses 
this  policy  and  requires  competition  in  Mexican  procurement  in  key  growth  areas 
where  U.S  suppliers  are  highly  competitive.   NAFTA  also  provides  new  procurement 
opportunities  in  some  sectors  where  the  U.S.  market  is  declining  and  Mexico  offers 
vital  opportunities,  such  as  oil  and  gas  field  equipment. 

To  secure  access  to  this  significant  new  market,  the  United  States  offers  Mexican 
suppliers  access  to  a  U.S.  market  which  is  already  open  to  foreign  suppliers  from 
signatories  of  the  GATT  Government  Procurement  Code  (the  Code),  as  well  as 
Canadian  companies  under  the  U.S. -Canada  Free  Trade  Agreement.   For 
procurements  covered  by  the  Code,  Mexican  suppliers  will  have  to  compete  with 
providers  from  many  other  countries  who  are  already  familiar  with  competitive 
procurement  practices  and  firmly  established  in  the  U.S.  market. 

To  ensure  that  the  procurement  provisions  were  balanced,  the  United  States  also 
insisted  on  exceptions  to  coverage  ("set-asides")  under  NAFTA's  procurement 
provisions.   NAFTA  explicitiy  allows  for  the  continuation  of  the  U.S.  minority  and 
small  business  set-aside  programs,  which  reserve  certain  contracts  for  qualified  U.S. 
suppliers.   NAFTA  also  preserves  other  sensitive  procurement  for  U.S.  suppliers 
including  the  so  called  "Berry  Amendment"-  Defense  Department  purchases  of 
textiles,  shoes  and  other  goods  and  specialty  metals. 
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2.  This  $1  billion  set-aside  excludes  a  significant  portion  of  the  Mexican  market 
from  coverage  under  the  agreement,  and  increases  to  $1.2  billion  after  ten  years. 

While  U.S.  negotiators  would  have  preferred  not  to  have  the  Mexican  set-aside,  it 
was  necessary  to  accept  it  in  order  to  achieve  U.S.  goals,  which  included  the  retention 
of  U.S.  "buy  American"  programs,  especially  minority  and  small  business  set-asides. 

Under  the  NAPTA  government  procurement  agreement,  each  Party  negotiated  certain 
exceptions  from  coverage,  or  areas  of  procurement  to  be  reserved  for  national 
suppliers.   From  the  outset,  U.S.  negotiators  resisted  demands  to  open  sensitive  "buy 
American"  provisions,  such  as  U.S.  minority  business  and  small  business  set-asides, 
research  and  development,  shipbuilding  and  repair,  and  transportation  services. 
These  areas  have  been  preserved  for  competition  by  U.S.  suppliers  only. 

The  value  of  U.S.  non-national  security  procurements  covered  by  these  negotiated 
exclusions  is  estimated  to  have  been  approximately  $35.2  billion  in  1992.   The  small 
business  set-aside  alone  was  worth  $4.5  billion,  and  that  figure  does  not  include 
significant  amounts  of  small  business  procurements  done  by  the  Department  of 
Defense  that  are  covered  by  the  national  security  provisions. 

Similarly,  Mexico's  negotiated  "set-asides"  permit  Mexico  to  reserve  for  qualified 
national  suppliers  a  small  portion  of  certain  contracts  in  sensitive  areas.    Mexico's 
non-sector-specific  set-aside  of  $1  billion  ($1.2  after  ten  years)  may  be  allocated  to 
procurement  by  any  covered  entity  except  Pemex  and  CFE. 

Limits  on  the  application  of  Mexico's  set-aside  among  entities  and  sectors  will  ensure 
that  substantial  opportunities  remain  open  for  competition  in  all  sectors.   Furthermore, 
as  the  Mexican  market  continues  to  grow,  U.S.  suppliers  will  gain  even  greater  access 
as  the  fixed  dollar  value  of  Mexico's  set-aside  will  represent  an  ever  smaller 
percentage  of  total  procurement  opportunities.  While  Mexico's  set-asides  have  a 
finite  dollar  value  attached,  U.S.  set-asides  do  not  have  a  dollar  value  cap.   Thus, 
U.S.  set-asides  will  expand  in  value  in  proportion  to  the  overall  growth  of  the  U.S. 
procurement  market. 

3.  Hie  agreement  applies  to  procurement  contracts  by  covered  Federal  departments 
and  agencies  of  over  $50,000  for  goods  and  services  and  $6.5  million  for 
construction  services.   For  procurement  contracts  by  government-owned 
enterprises  the  threshold  for  procurement  coverage  is  $250,000  for  goods  and 
services  and  $8  million  for  construction  services. 

The  Mexican  Government  plays  a  central  role  in  the  economy  through  government- 
owned  enterprises  (parastatals)  in  key  industry  sectors.   Parastatal  purchases  represent 
the  majority  of  Mexican  Government  procurement.   Given  the  magnitude  of  most 
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procurements  by  these  enterprises,  we  believe  that  the  applicable  threshold  will 
capture  most  contracts  of  major  interest  to  U.S.  firms. 

NAFTA  government  procurement  provisions  will  guarantee  the  use  of  competitive  and 
transparent  procurement  practices  by  these  parastatals,  a  requirement  not  imposed  on 
commercial  enterprises.    However,  strict  procurement  procedures  impose 
inefficiencies  that,  if  applied  to  contracts  of  low  dollar  values,  could  jeopardize  the 
commercial  viability  of  the  government-owned  enterprises  covered  by  the  agreement, 
including  the  U.S.  energy  authorities  and  power  administrations.     Thus,  the 
thresholds  were  established  to  maximize  access  for  U.S.  firms,  including  small  and 
minority  businesses,  while  at  the  same  time  ensuring  the  efficient  use  of  resources  by 
U.S.  government-owned  enterprises. 

NAFTA's  thresholds  will  not  exclude  U.S.  small  and  minority  owned  businesses  from 
Mexico's  procurement  market.   These  firms  are  capable  of  competing  for  Mexican 
contracts  at  and  well  above  the  threshold  levels.   For  example,  the  following  U.S. 
small  and  minority-owned  firms  have  won  contracts  in  Mexico  that  are  worth  far 
more  than  the  threshold  levels  established  by  NAFTA': 

o       JEFA  International,  Inc.  of  Piano,  Texas,  is  a  Native  American-owned  radio 
telecommunications  service  provider  with  annual  sales  of  $8.5  million.   In 
addition  to  providing  equipment  for  the  telecommunications  industry,  the 
company  provides  a  full  range  of  engineering  and  technical  services.   JEFA 
recently  won  a  multi-million  dollar,  multi-year  contract  in  the  private  sector 
with  Tel6fonos  de  Mexico's  Telcel  cellular  company  to  engineer  and  install  the 
cellular  microwave  interconnect  system  for  several  Mexican  cities.   The 
agreement  will  allow  JEFA  to  increase  the  number  of  its  U.S.  employees  by 
10  people  in  1992  and  an  additional  12  people  in  1993. 

o       Control  Module,  Inc.  (CMI),  of  Enfield,  CT,  is  a  leading  manufacturer  of 
microprocessor-based  "barcode"  automatic  identification  equipment.  CMI  won 
a  bid  in  December  1990,  to  supply  Servicios  por  Cupones,  a  private  firm 
administering  several  of  the  Mexican  Government's  food  distribution 
programs,  with  16,500  "credit  card"  validation  terminals.   In  March  1991,  the 
final"  shipment  of  the  product  was  sent  to  Mexico.   The  value  of  the  contract 
exceeded  $8  million.  The  customized  terminals  manufactured  by  the  105- 
employee  company  will  be  used  to  modernize  Mexico's  distribution  system  of 
food  items  to  needy  recipients.   Each  recipient  is  issued  a  "credit  card"  to 
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'The  contracts  cited  in  these  examples  would  not  be  covered  by  the  NAFTA  procurement 
provisions.   They  are  provided  as  examples  of  the  types  of  procurement  that  U.S.  small  and 
minority-owned  firms  are  capable  of  winning.   Because  Mexico's  procurement  market  is 
currently  closed,  examples  of  U.S.  businesses  winning  such  contracts  are  limited. 
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bring  to  store  owners  for  his  or  her  daily  allotment  of  tortillas.   When  the 
store  owners  place  the  cards  into  the  validation  terminals,  a  signal  tells  them  if 
the  daily  allotment  has  already  been  picked  up. 

To  assist  small  businesses  in  taking  advantage  of  government  procurement  provisions, 
NAFTA  establishes  for  the  first  time  a  joint  committee,  comprising  representatives  of 
the  Parties,  to  promote  procurement  opportunities  for  small  businesses.   We  are 
confident  that  through  this  mechanism  meaningful  opportunities  will  be  made  available 
for  small  business. 

n.         IMPACT  ON  GOVERNMENT  ENTITLEMENTS  AND  PTTBLIC  SECTOR 
ACTIVITIES 

4.         You  cited  in  testimony  the  CBO  report  which  found  that  the  net  effect  of  NAFTA 
would  be  positive. 

The  United  States  Government  stands  by  the  numerous  economic  studies  that  have 
been  done  of  the  potential  effects  of  the  NAFTA.   Every  study  that  uses  credible 
economic  modeling  methods  has  demonstrated  that  NAFTA  will  result  in  a  net 
increase  in  jobs  in  the  U.S.  economy.   It  is  possible  that  this  net  increase  will  be  the 
result  of  jobs  lost  in  one  sector  of  the  economy  being  replaced  with  more  jobs  in 
another  sector. 

Studies  have  indicated  that  the  apparel,  fruit  and  vegetable,  household  glass,  broom 
com  and  ceramic  tile  industries  are  vulnerable  to  job  loss.   This  does  not  mean  that 
job  loss  will  necessarily  occur.   Long  phaseout  periods  and  built  in  safeguards  in  the 
NAFTA  serve  to  ensure  adequate  time  for  these  industries  to  adjust. 

The  number  of  jobs  that  could  potentially  be  lost  due  to  NAFTA  is  quite  small 
compared  to  the  overall  turnover  of  jobs  in  the  U.S.  economy-the  CBO  estimates  that 
job  dislocation  due  to  NAFTA  over  a  ten  year  period  would  be  on  the  order  of  a 
mere  one  percent  of  what  we  experienced  in  the  1980's. 

In  its  February  1991  study,  the  International  Trade  Commission  stated  that,  while  a 
free  trade  agreement  with  Mexico  would  have  a  positive,  though  small,  effect  on  the 
overall  U.S.  economy  "it  is  unlikely  that  an  FTA  would  have  a  significant  positive  or 
negative  effect  on  the  economy  of  any  U.S.  region."   Based  on  the  ITC  analysis,  we 
do  not  expect  that  regions  of  the  United  States  will  experience  disproportionate  job 
loss.   We  do  not  expect  any  downward  pressure  on  wages  at  all  from  the  NAFTA. 

Any  potential  job  loss  in  the  United  States  would  be  spread  out  both  by  industry  and 
by  region.   We  do  not  expect  any  ethnic  or  minority  group  to  experience 
disproportionate  job  loss  due  to  NAFTA. 
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5.  President  Clinton  has  indicated  that  the  NAPTA  implementing  legislation  will 
include  provisions  for  comprehensive  worker  ac^ustment  assistance.   The 
Administration  has  also  committed  to  seeking  additional  environmental  funding 
to  clean  up  specific  sites  and  for  infrastructure  development. 

Questions  regarding  the  Administration's  worker  adjustment  assistance  prognun  havCf 
been  referred  to  the  Department  of  Labor. 

As  noted  above,  we  do  not  expect  either  specific  regions  or  specific  population  groups 
to  be  disproportionately  affected  by  NAFTA.  Tnerefore,  no  loss  of  tax  revenues  are 
expected.   On  the  contrary,  NAFTA's  positive  effect  on  the  United  States  economy 
should  result  in  healthier  local  economies  that  generate  increased  tax  revenues. 

6.  NAFTA  critics  anticipate  that  claims  for  unemployment  will  rise  and  additional 
demands  for  job  retraining  and  health  and  social  services  will  fall  to  a  public 
sector  with  sharply  depleted  resources. 

The  critics  are  wrong.   NAFTA  will  generate  jobs  in  the  United  States  economy. 
Worker  retraining  programs  are  necessary  to  assist  anyone  who  is  being  displaced  due 
to  a  restructuring  of  the  United  States  economy,  not  just  ones  who  may  be  displaced 
by  NAFTA.   The  Administration  will  submit  a  comprehensive  worker  adjustment 
assistance  act  that  will  provide  the  resources  for  worker  retraining.   NAFTA  will  help 
to  jumpstart  the  U.S.  economy,  resulting  in  fewer,  not  greater,  demands  on  the 
resources  of  our  state  and  local  governments. 
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U.S.  D«p«rtm«nt  of  Labor  *»»<«•«  s^r«i»ry  iw 

Congrcssiooal  and  lnt»rgov«mm*ntal  Affairs 
Washington.  DC.  20210 

September  27,  1993 


The  Honorable  John  Conyers 

Chairman 

Committee  on  Government  Operations 

U.S.  House  of  Representatives 

Washington  D.C.  20515 

Dear  Congressman  Conyers: 

I  am  writing  in  response  to  questions  regarding  the 
Administration's  worker  adjustment  program  submitted  to  Ann 
Hughes,  Deputy  Assistant  Secretary  for  the  Western  Hemisphere, 
following  your  House  Committee  Hearing  on  NAFTA. 

The  Department  is  currently  developing  a  workforce 
investment  strategy  which  includes  a  comprehensive  worker 
adjustment  program,  a  one-stop  career  center  system,  and  a 
national  labor  market  information  system.   However,  this 
legislation  proposes  to  respond  to  all  displaced  workers 
regardless  of  the  cause  of  their  dislocation.   It  is  a 
comprehensive  strategy  that  goes  far  beyond  NAFTA.   This 
revitalized  system  of  employment  and  reemployment  services  will 
assist  American  workers  who  are  in  need  of  information,  new  jobs, 
or  new  skills  to  take  full  advantage  of  the  emerging 
opportunities  and  challenges  of  today's  workforce.   It  seeks  t& 
integrate  the  best  aspects  of  the  current  employment  and  training 
system  with  the  most  promising  innovations  in  management  and 
customer  driven  service  design.   Ease  of  access,  customer-driven 
design  principles,  high  quality  service  delivery  and  a  clear 
federal-state-local  governance. structure  are  the  cornerstones  of 
this  proposal. 

Retraining  and  re-employment  services  will  be  provided  to 
workers  who  have  permanently  lost  their  jobs  or  received  such 
notification.   Individuals  will  be  given  the  opportunities  and 
resources  to  find  another  appropriate  job  as  quickly  as  possible, 
and,  when  necessary,  to  enhance  their  skills  in  order  to  secure 
employment  that  will  protect  their  earnings.   Income  support  will 
be  provided  to  dislocated  experienced  workers  who  enter 
retraining.   A  primary  objective  of  the  comprehensive  worker 
adjustment  proposal  is  to  consolidate  several  categorical 
dislocated  worker  programs  into  one  so  that  permanently  laid  off 
workers  can  be  aided  promptly  regardless  of  the  reason  for  job 
loss. 
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Attached  is  a  copy  of  draft  legislative  specifications.   If 
you  have  any  questions  regarding  the  initiative,  please  feel  free 
to  contact  me  or  have  a  member  of  your  staff  contact  Pat  Fahy  in 
my  office  at  219-6141. 


Sincer 


Enclosure 


PaTast 
-Assistant  Secretary 
for  Congressional  and 
Intergovernmental  Affairs 
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U  S.  Department  of  Labor  ■-co.-t't  vc  -i.-.rg  icr„r ,-,.cr 


AUG  31   1993 

Dear  Interested  Parties: 

Enclosed  for  your  review  and  comment  Is  the  most  recent  version  of  a  legislative 
framework  for  a  workforce  investment  strategy  which  includes  a  comprehensive  worker 
adjustment  service,  a  one-stop  career  center  system,  and  a  national  labor  market 
information  system.   As  this  proposal  is  developed  further,  we  are  interested  in  your 
feedback. 

This  draft  proposal  describes  a  revitalized  system  of  employment  and  reemployment 
services  for  American  workers  who  are  in  need  of  information,  new  jobs,  or  new  skills  to 
take  full  advantage  of  the  emerging  opportunities  and  challenges  of  today's  workplace. 
!l  seeks  to  integrate  the  best  aspects  of  the  current  employment  and  training  system  with 
(he  most  promising  innovations  in  management  and  customer  driven  service  design. 
Ease  of  access,  customer-driven  design  principals,  high  quality  service  delivery  and  a 
clear  federal-state-local  governance  structure  are  the  cornerstones  of  this  proposal. 

We  believe  (hat  the  proposed  system  will  provide  workers  throughout  the  country  with  a 
more  responsive  and  accessible  set  of  opportunities  to  enable  them  to  meet  workforce 
demands  and  their  own  needs  quickly  and  effectively.  A  primary  objective  of  the 
comprehensive  worker  adjustment  proposal  is  to  consolidate  several  categorical  worker 
programs  into  one  so  that  permanently  laid  off  workers  can  be  aided. promptly 
regardless  of  reason  for  job  loss. 

The  development  of  a  nationally  supported  labor  market/occupational  information 
system  will  provide  the  critical  information  base  on  which  individuals  and  employers 
can  make  informed  choices  and  develop  strategies  to  achieve  their  employment  goals. 

We  invite  you  to  review  and  comment  on  this  draft  of  the  proposal.  We  consider  your 
input  critical  to  the  successful  development  of  this  legislative  package.  Therefore,  we 
would  appreciate  your  written  comments  no  later  than  September  13,  1993.   If  you  have 
questions  on  this  package,  please  direct  them  to  Grace  Kilbane  on  (202)219-5257  or 
Mary  Silva  on  (202)219-8550. 


s/    C^/a^£4 


Jnd  J.  Uhalde 
AVlmmistrator 
Onice  of  Strategic  Planning 

and  Policy  Development 


Enclosures 


189 


THE  WORKFORCE  INVESTMENT  STRATEGY 

EXECUTIVE  SUMMARY  <--> 

August  30, 1993 

The  Workforce  Investment  Strategy  is  a  three-pronged  approach  to  creating  a  world-crass' 
system  for  supporting  and  streDgtbening  the  American  workforce.  The  three  elements  of 
the  strategy  are: 

/    Re-employment  and  Retraining,  through  the  Comprehensive  Worker  AiiUastment 

Services 
/    Access,  through  the  One-Stop  Career  Center  Network 
/    Information,  through  the  National  Labor  Market  Information  System 


Reemployment  and  Retraining.  Compreiiensive  Worker  Adljostment 
Services  will  provide  workers  who  have  permanently  lost  their  jobs  or  received  such 
notification  with  the  opportunities  and  resources  to  find  another  appropriate  job  as 
quickly  as  possible,  and,  when  necessary,  enhance  their  skills  in  order  to  secure 
employment  that  will  protect  their  earnings. 

•  Etigibility  A  single  standard  of  eligibility  to  encompass  all  permanently  laid-off 
workers  without  regard  to  cause  of  dislocation  will  be  established. 

•  Authorized  Services  Services  provided  will  include:  outreach  to  encourage  early 
enrollment  for  reemployment  services;  basic  reemployment  services,  such  as  initial 
intake  and  assessment,  career  exploration  and  guidance,  and  job  search  skills 
training;  highly  intensive  services  for  those  who  cannot  find  jobs  through  the  basic 
services;  education  and  training;  retraining  support  for  workers  in  training  whose 
UI  benefits  have  expired;  relocation  allowances;  and  support  services,  such  as 
child  care  and  transporution.  * 

•  UI  Flexibility  States  will  be  allowed  to  offer  self-employment  support, 
reemployment  bonuses,  and  short-time  compensation  through  the  UI  system. 

•  Authorization  and  ABotment  of  Funds  Seventy  percent  of  the  funds  wiD  be 
alloned  to  the  Sutes  using  the  current  EDWAA  formula.  The  remainder  will  be 
reserved  by  the  Secretary  for  national  activities  and  discretionaiy  grants. 

•  Disaster  ReBef  Emplayment  Assistaice  Disaster  relief  assistance  wiD  be 
implemented  within  national  discretionaiy  account  authority,  following  the 
requirements  outlined  in  Title  IV,  Section  J  of  JTPA. 


p:\boikr\niinst\wmmaiyAO 


190 


Cavemance  Federal  responsibilities  include  operation  of  a  national  disaetionary 
grant  program  to  address  large-scale  dislocations,  conducting  planning  and 
evaluation,  developing  performaace  measures  and  standards,  and  promoting 
capacity-building.   State  responsibilities  include  designating  substate  areas  and 
administrative  entities,  establishing  state-level  Dislocated  Worker  Units  for  ri^id- 
response,  establishing  program  support  and  capacity-building,  and  monitoring  the 
statewide  system.  At  the  local  level  a  structure  will  be  in  place  to  provide  policy 
guidance  and  program  oversight  The  local  governing  body  will  establish  Worker 
Adjustment  Career  Centers,  through  which  aU  worker  adjustment  services  will  be 
delivered. 


Access.   One-Stop  Career  Centers  will  be  created  as  part  of  a  national  system 
within  which  all  States  will  have  the  opportunity  to  develop  Statewide  networks  of  One- 
Stop  Career  Centers.  The  One-Stop  Career  Centers  will  provide  any  job  seeker,  student, 
or  employer  with  streamlined  access  to  a  comprehensive  menu  of  state-of-the-art,  user- 
friendly,  employment,  education,  and  training  information  and  services.  The  One-Stop 
Career  Center  System  will  be  customer-oriented,  outcome-based,  and  will  provide 
flexibility  for  State,  local,  and  individual  decision-making. 

This  proposal  provides  a  base  which  will  enable  States  and  local  communities  to 
implement  One-Stop  Career  Centers  in  a  flexible  manner  to  ensure  one-stop  access  to 
all  DOL  employment  and  training  programs  (at  a  minimum)  for  all  individuals  and 
employers.   Although  not  proposed  for  legislation,  a  Federal  interagency  council  will  be 
established  by  the  President  to  broaden  Federal  coordination  with  other  Federal 
employment,  training,  and  education  programs. 

•  General  Requirements  There  are  six  essential  elements  which  must  be  included  in 
every  One-Stop  Career  Center:  universal  access;  a  standard  menu  of  core 
services;  sole  Amded  deliverer  of  basic  core  services  for  DOL  employment 
assistance  programs;  high-quality,  customer-driven,  outcome-oriented  services; 
high  integrity  and  accountability;  and  an  integrated  governance  structure. 

•  Implementation  Resources  available  to  States  wishing  to  implement  the  One-Stop 
Career  Center  System  are:  State  Planning  and  Development  Grants,  State 
Implementation  Grants,  and  Waivers. 

•  Core  Services  Each  Center  will  provide  the  same  set  of  core  services  at  no  charge. 
Basic  services  will  be  available  to  all  individuals,  and  include  customer  oriented 
information,  filing  initial  UI  claims,  DOL's  Veterans'  employment  and  training 
services,  basic  assessment,  career  exploration,  eligibility  review  for  all  workforce 
development  programs,  job  search  assistance,  and  employer  services.  More 
intensive  services  wiU  be  made  available  to  eligible  dislocated  workers. 
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•  Optional  Services  Additional  services  may  be  provided  through  One-Stop  Centers 
at  State  and  local  disCTetion.  These  may  include  DOL  or  other  Federal,  State,  or 
locally-funded  program  services.  Fees  may  be  charged  for  services  not  paid  for  by 
other  funding  sources. 

•  Provision  of  Services  Core  basic  services  must  be  accessible  at  the  Centers,  and 
staff  must  be  available  to  assist  customers.  A  wide  variety  of  self-accessed 
technology  will  also  be  used  in  the  Center  and  around  the  community  (such  as 
kiosks  or  out-stationed  computer  terminals). 

•  Chartering  One-Stop  Career  Centen  Each  One-Stop  Career  Center  will  receive  a 
charter,  or  "Seal  of  Approval,'  certifying  that  rigorous  Federal,  State  and  local 
qualifying  criteria  have  been  met  All  public  and  private  entities,  including 
consortia,  may  apply  for  a  limited  number  of  charters.  Chartered  Center 
operators  will  compete  for  customers. 

•  Governance  Federal  responsibilities  include  conducting  planning  and  oversight, 
establishing  performance  measures,  and  developing  a  national  logo  for  the 
charters.   State  responsibilities  include  establishing  Statewide  networks  of  One- 
Stop  Career  Centers,  establishing  a  Human  Resources  Investment  Council, 
designating  labor  market  substate  areas,  establishing  standards  for  the  Federal 
performance  measures,  and,  with  local  eleaed  officials,  establishing  a  chartering 
process.   Local  responsibilities  include  establishing  a  Workforce  Investment  Board 
(WIB),  with  responsibilities  for  strategic  plaiming  and  evaluation  for  all  workforce 
investment  programs,  and  for  establishing  quality  assurance  and  customer 
feedback  mechanisms. 


Information.  The  National  Labor  Market  Information  System  will  provide  the 
information  infrastructure  to  the  Workforce  Investment  System.  Using  state-of-the-art 
technology,  information  on  labor  markets,  career  and  educational  opportunities,  and 
quality  of  services  will  be  developed  and  made  widely  available  throughout  the  system. 

•   Funding  National  grants  will  be  provided  to  States  and  other  entities  to  enhance 
current  systems  and  to  develop  new  applications.    Funds  will  be  pooled  from 
existing  employment  and  training  programs  to  improve  the  scope  and  quality  of 
services.  Other  Federal  funds  supporting  labor  market  information  will  be 
authorized  to  be  made  available  for  this  purpose. 
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INDEX  AND  SUMMARY  OF  COMMENTS 

The  follomini  is  an  index  to  the  key  jections  «nd  lopicj  in  this  Aufust  31,  1993  drift  version  of  the  Department's 
Workforce  Investment  Suatejy  To  facilitate  the  Department's  analysis  of  responses  to  the  proposed  delivery  system, 
tovernance  concepts  and  funding  mechanisms  -  as  well  as  the  new  customer  service  emphasis  and  approaches  embodied 
in  the  Worker  Adjusimeni  Services  and  One-Stop  Career  Centers  -  commentators  are  encouraged  to  submit  this  summary 
sheet  with  their  formal  response  checking  the  appropriate  sections. 
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SECTION  I 
FINDINGS  AND  PURPOSE 


»         Growing  world  tnde  and  advances  in  technology  are  creating  vast  and 
far  reaching  changes  in  the  U.S.  economy.  Tboe  changes  hold  the 
promise  of  broad  econoinic  growth  as  well  as  an  increase  in  the  number 
of  higher-skill,  higher-wage  jobs  for  Americans.   If  Americans  are  to 
taice  advantage  of  these  economic  shifts,  they  wUl  need  to  constantly 
upgrade  their  job  skills  and  work-related  knowledge. 

»         This  economic  restructuring  also  is  foreing  some  Americans  to  change 
jobs  and  even  occupations.   The  number  of  stiucturally  unemployed 
worken,  i.e.,  those  who  have  lost  their  jobs  and  are  noc  likely  to  be 
recalled  to  their  old  jobs  or  futd  similar  ones,  is  rising.   These 
Americans  need  quick  aixl  easy  access  to  effective  employment  services 
and  information  to  help  them  get  back  to  work.   They  need  a  way  to 
master  the  confusion  and  complexity  of  the  numerous  Federally-ftinded 
employment  and  training  programs  in  order  to  identify  the  resources 
best  suited  to  help  them  successfully  manage  their  careen. 

»         To  serve  its  working  people  and  provide  for  future  economic  growth, 
America  requires  a  compiehensive  worker  adjustment  prognun 
delivered  through  a  network  of  Career  Cemen  and  supported  by  a  high 
quality  labor  market  information  system.   Govemon  will  have  the 
option  of  developing  a  network  of  One-Stop  Career  Centers  through 
which  Labor  Department-funded  employment  ai>d  tnining  prognms 
will  be  provided.   This  initi^ve  recognizes  and  builds  on  many 
promising  iimovatioos  already  underway  across  the  countiy. 

»         Specifically,  the  workforce  investment  sauegy  will: 

•  Consolidate  several  categorical  worker  tniniiig  progiams  into  a 
single  comprehensive  woiker  adjustmea  program  and  give  the 
Unemploymeat  Insurance  system  increased  flexibility  to 
encourage  worken  to  find  reemptoymea  quickly  and  to  help 
some  woiken  stait  new  enterprises. 

•  Offer  Goveraon  the  opportunity  to  deveiop  or  expud 
Statewide  netwoiks  of  One-Slop  Career  Cfeolen  to  provide 
worken  and  studeau  with  a  single  point  of  acceu  to  labor 
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market  and  career  information,  education  and  training  programs, 
skills  assessment,  job  placement  and  otbe^  employment  services, 
and  to  provide  local  employers  with  worker  recniitment  and 
related  services. 

o         Those  committed  to  One-Stop  Career  Centen  will,  in 
conjunction  with  local  elected  offkial(s),  ^oaMj^h  a 
governance  structure  that  brings  together  employen, 
tabor  organiiations,  education  and  training  institutioas, 
government  agencies,  and  othen  to  develop  and  oversee 
workforce  investmem  strategies  lesponsive  to  the  needs 
of  worken,  employers,  and  area  economies. 

Establish  a  nationwide  labor  market  informatioo  system  to 
improve  people's  capacity  to  make  decisions  on  jobs,  careers, 
and  education  and  training  programs. 
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SECTION  n 
WORKER  ADJUSTMENT  SERVICES 

A.   STATEMENT  OF  PURPOSE 

»         The  goal  of  the  program  is  to  provide  workers  who  have  pennanently 
lost  their  jobs  with  the  oppoftunities  and  resources  to  find  aixxber 
appropriate  job  as  quickly  as  possible  and,  when  necessary,  wihiiKT 
their  skills  in  order  to  secure  employroe«  that  wiO  protect  their 
eamiags.   The  program  will  be  customer-oriented,  outcome-based,  and 
provide  flexibility  for  local  decision-making. 

»         The  objective)  of  the  program  are  to: 

•         Provide  permanently  laid-off  workers  -  regardless  of  reason  for 
job  loss  -  access  to  a  comprehensive  system  of  services  and 
resources  designed  to  he^  them  become  reempk)yed  in  a  timely 


Identify  and  refer  such  workers  to  appropriate  services  as  soon 
as  possible. 

Provide  programmatic  flexibility  so  that  services  can  be  tailored 
to  individual  needs.   Provide  individual  workers  in  need  at 
services  the  opportunity  to  choose  service  providen. 

Reemploy  worlcen  in  jobs  with  wages  comparable  to  their 
preceding  job,  or  with  career  paths  that  kad  to  wages 
comparable  to  their  preceding  job. 

Collect  and  maintain  data  on  program  quality  that  provides 
diskyited  worken  and  program  staff  wiib  tiie  iiift)niittioa 
needed  to  choose  effective  educatkn,  tniaiBg  and  suppoit 
service  providers. 

Provide  income  suppoit  so  that  experienced  worken  ia  mining 
have  the  financial  means  to  "»THy  such  tiainiiv. 


AUOUST  31,    ll>3  pBjvfT  nn>Tpi^|Pr 


197 


Workforce  Invesmeru  Strategy 


B.        SUMMARY  OF  BASIC  PROGRAM  ELEMENTS 

»  Participant  ciigiblUty.  Tbe  program  will  establish  a  single  standaid  of 

eligibility  to  encompass  all  pennaneotly  laid-off  workers  without  regard 
to  cause  of  dislocation,  including  those  resulting  from  corporate 
restructuring,  international  trade  agreemenu  (e.g.,  NAFTA,  GATT), 
defense  downsizing,  and  environmental  requirements  (e.g.,  spotted  owl 
endangered  species  designation). 

»         Outreach.  Tbe  program  will  make  significaot  investments  in 

participant  outreach  so  that  a  high  percent  of  eligible  workers  will 
receive  services,  and  focus  on  reducing  tbe  period  of  unemployment 
and  facilitating  each  worker's  eaiiy  return  to  appropriate  employment. 
Funds  will  be  earmarked  for  use  in  strengthening  rqrid  response, 
conducting  UI  proflling  to  identify  worken  needing  active  assistance, 
and  developing  improved  labor  market  information. 

»         Individualized  service  Services  will  be  tailored  to  tbe  needs  of  the 
individual  worker  and  to  the  requirements  for  obtaining  an  appropriate 
job  in  the  local  labor  market  or  other  tabor  market  to  which  the 
individual  is  willing  to  relocate. 

»         Comprehensive  rccmploynwnt  services.  Tbe  program  will  make 
basic  intake,  assessment  and  testing,  career  exploration  and  guidance, 
job  search  skills  training,  and  job  referral,  job  developmeot,  and 
placement  assistance  services  available  to  all  eligible  woikeis.   More 
intensive  assistance  also  will  be  provided  to  such  worken  who  are 
unable  to  secure  appropriate  jobs  through  those  basic  reemployment 
services.   Tbe  intensive  services  wiU  include:  diagnostic  assessment, 
career  planning,  development  of  individual  reempioymett  {riaos, 
personal  counseling,  and  referrals  to  appropriate  educatioo,  training  and 
support  services. 

»        Support  shtIoh.  Ttuupoitatioo,  child  care,  and  ocber  appropriate 
assisance  wiU  be  availaMe  to  eligible  woricen  bued  on  needs 
documented  in  tbe  reemployment  plan. 

»         Quality  trainiiig.  Tbe  program  will  expand  and  improve  tbe  quality  ot 
education  and  mining  opticas  whicb  are  availiUe  to  individual 
worken.  Woiken,  with  tbe  assistance  of  cueer  counselon,  will 
identify  tbe  most  effiective  reeinploynieat  strategy  from  an  anay  of 
competing  programs  and  organizatioBS  and  make  an  infofined  choice 
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regvdinf  the  provider  of  training.    AU  education  ind  training  providen 
will  be  required  to  provide  perfomunce-bMed  infonnitioo  to  ensure 
(hat  woricen,  ind  counselors.  c«n  make  infonned  decisioos. 

»         Retraining  Income  support.  Retraining  income  suppoit  payments  wiU 
be  available  to  experienced  woAen  with  a  demoostnted  attachment  to 
the  workforce  while  they  are  enrolled  in  training.   This  suppoit  will 
make  it  possible  for  such  workers  to  complete  longer-term  training. 
Retraining  support  payments  will  extend  for  iq>  to  18  months  beyond 
the  maximum  26  weeks  of  income  assisance  now  available  through  the 
unemployment  insurance  system. 

»         Program  integratkni.  The  program  will  be  organiied  and  operated 
through  Workforce  Adjustment  Career  Centers  (WACCs). 

»         Performance  accounUblUty  and  outcomes.  The  program  will  operate 
under  a  goverruuKe  structure  with  strong  accountability  to  workers, 
employers,  and  the  local  community  for  quality  service  and  outcomes. 
The  program  will  have  a  mechanism  to  obtain  regular  feedback  from 
employers  and  worken  who  receive  services  from  the  program  and  for 
using  this  feedback  to  make  decisions  regarding  the  allocatioa  of 
resources  and  operation  of  WACCs. 

C.        ELIGmnJTY 

The  following  cat^ories  of  workers  would  be  eligible  for  the  progrun: 

»         All  workers  who  have  been  permanently  laidnifr  from  their  employer 
and  who  are  unlikely  to  be  reempkiyed  in  the  same  or  a  similar 
occupation,  including  certain  p«n-time  and  seuooal  workers. 

»         All  worken  who  have  received  a  ootice  of  a  pennaneat  lay-off 

•  Including  worken  who  have  not  received  a  nodce  but  who  are 
employed  at  a  CKiHty  for  which  the  employer  has  made  a  public 
amxMncemeat  of  planned  ckMure  of  such  facility,  e.g.,  military 
base,  except  for  those  woiken  at  the  fKilky  who  are  likely  to 
ttmain  employed  widi  the  employer  «  another  location  or  who 
will  relin  oo  or  befoie  separation. 

•  Worken  receiving  such  nodce  wiU  be  eUgibk  for  assittmce 
ti^gitwiiit  one  year  prior  to  the  sctahiled  dosuTB  dtte. 
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»  LoDg-ierm  unemployed  individuals  with  limited  oppoftunities  for 

emptoymem  or  leemploymeat  in  the  same  or  simibj'  occupation  in 
which  they  were  previously  employed. 

•  "Loog-ienn'  is  to  be  defined  by  the  Governor,  but  shall  be  a 
period  of  at  least  26  weeks  duratioo. 

»         Self-employed  (including  farmers  or  ranchers)  individuals  who  are 
unemployed  as  a  result  of  general  economic  conditions  in  the 
community  in  which  they  reside  or  because  of  natural  disasters,  and  are 
seeking  employment  alternatives. 

»         As  under  current  law,  Govemon  at  their  option  may  serve  displaced 
homemakers  provided  that  this  does  not  adversely  affect  other 
dislocated  workers. 

D.        AUTHORIZED  SERVICES 

»         Hifb  quality,  coosumtr-oriMitcd  labor  market  and  worker 
rectnployiDent  scrvicaB  infonnatioB.  This  information  will  be 
available  for  all  eligible  workers  in  a  variety  of  formaa  using  available 
technology. 

•  Available  information  services  wiU  include  daa  on:  job 
openings;  employment  trends;  k>cal  occupations  in  demand  and 
the  earnings  and  skill  requirements  for  such  occupations; 
performance  of  local  education,  training  and  job  placement 
organizatioos;  and  eligibility  requirements  for  relevant  federal, 
State  and  local  programs. 

»         Outreacb  to  encourage  early  enrollment  for  reemployiiieot  services 
offered  through  Worker  Adjustment  Career  Ceaien. 

•  Flmds  win  be  authorized  (in  additioa  to  fundi  authorized  in  the 
UI  pngnun)  to  cooduct  UI  Profiling  to  kkotify  UI  applicanti 
who  share  chaiacteristics  commoa  to  wofken  u  risk  of  extended 
periods  tit  uneiiq>k>ymeot  Tbeie  woiken  wiD  be  immediateJy 
referred  to  Woikfixce  Adjustment  Career  Ceaien  for  eligibility 
determination  and  appropriate  reemployment  services. 

•  Rapid  response  setvices  must  be  provided  by  States  within  S 
working  days  of  receiving  a  WARN  notioe  or  some  other 
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infonnation  tlut  kJentifie*  a  pcniunem  layoff  or  plant  closure  of 
50  woricen  or  more.   Goveroon  will  have  the  authority  to 
identify  circumaancet  for  providing  rapid  respoiue  auistance  in 
layoff  situatioiw  with  fewer  than  50  worken. 

•  Rapid  response  assistance  will:   facilitate  the  esubUshmem  of 
Transition  Assistance  Committees  with  representatives  of  both 
the  employer  and  the  worker);   coordinate  the  planning  and 
provide  technical  assistaitce  to  support  impiementatioa  of  an 
adjustment  plan;  assist  in  the  establishment  of  shott-time 
compensation  program*  if  a  state  option;  and  provide  for  on-site 
delivery  of  basic  reemptoymeot  services  as  appropriate. 

(t)        Services  to  all  Hirible  Woilten 

Basic  Reemployiiient  scrrkea,  available  to  eligible  woricers  through 
Woriforce  Adjustment  Career  Centers,  incbide: 

•  Orientatioo  to  available  information  and  services; 

•  Filing  initial  UI  claims: 

•  Eligibility  review  for  all  DOL-funded  employmeot  and  tnining 
prt>gTams  except  UI,  determination  of  dislocated  worker 
eligibility,  and  refeml  u  appropriate; 

•  Preliminary  testing  and  assessment  of  skills,  interests  and 
aptitudes; 

•  Career  expk>iition  and  guidance  ; 

•  Group-based  counseling,  including  stress  management  and 
financial  management  ,  which  shall  be  available  for  disloratwl 
worken  and  for  dislocaied  worken  jointty  w^  their  spouses; 

•  Job  search  skills  tnining  (including  resume  and  interview 
prepantioo,  workshops,  and  job  clubs); 

•  Job  tefenil,  job  developmetK  and  ptooemeai  servicet; 

•  Out-of-area  job  search  aUowances 
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o         The  out-of-aiea  job  search  allowaoce  for  a  worker  shall 
not  exceed  an  amount  equal  to  90  percent  of  the  cost  of 
necessary  and  reasonable  out-of-area  job  search 
expenses,  up  to  a  maximum  of  $800. 

o         A  worker  may  not  receive  more  than  one  out-of-area  job 
search  allowance. 

[NOTE:  eompanblt  lo  TAA.J 

(2)        Services  to  Elipble  Wotken  who  Cannot  Fmd  Jobs  Through 
Basic  Employment  Services 

Intensive  Reemployment  Services 

•  Diagnostic  testing  of  skills  and  aptitudes  and  in-dqxh 
interviewing  to  develop  appropriate  employment  goals  and 
identify  employment  tarriers; 

•  Individualized  counseling  and  career  planning; 

•  Assistance  in  the  evaluation  and  selection  of  an  appropriate 
provider  of  needed  education,  mining  and  suppon  services; 

•  Case  management,  foUow-up,  and  suppon  for  individuals 
receiving  education,  training  and/or  stqipoit  services; 

•  Reemployment  bonuses  through  the  UI  system  to  eligible 
individu^  in  States  which  have  this  UI  payment  option. 

•  Preparation  of  a  Reemployment  Plan: 

o         The  Reempk>yinent  Plan  will  be  an  individual  plan  for  a 
paiticipint  which  shaO  inchide  an  eo^oymeat  goal, 
appropriate  achievement  objectives,  and  tbe  appropriate 
combination  of  services  for  a  paiticq>aa  to  racta  that 
employment  goal. 

o         The  Heemployineat  Plan  will  be  a  mtegy  for 

reemployment  devekiped  jointly  by  tbe  worker  and  the 
career  counselor  and  signed  by  both  putiee. 
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o         In  order  for  individiul  woiten  lo  hive  sufficieot  time  to 
evaluate  and  select  optional  providen  of  education  and 
training  services,  the  Reemployment  Plan  must  be 
corapletttl  u  least  two  weeks  before  the  date  on  which 
the  woiter  must  be  enrolled  in  an  educatioa  or  training 
program  in  order  to  qualify  for  letiaining  income 
support. 

o         Since  the  Reemployment  Plan  will  be  a  basis  for 

qualifying  to  receive  educatioa,  training  and  support 
services,  Stales  will  be  required  to  establish  an  appeal 
process  in  the  event  of  disagreement  between  the 
individual  worker  and  the  career  counsekir  over  the 
reemptoymeot  strategy. 

»         Education  and  Training  Scnricct 

Education  and  training  services  will  be  available  to  workers  who  need 
new  or  higher-level  skills  to  meet  employer  hiring  lequirements. 
Educatioa  and  training  services  must  iitclude: 

•  Basic  skills  training,  including  remedial  educatioa  and  literacy 
training,  through  linkages  when  possible  with  kically  available 
programs;  and, 

•  Occupational  skills  mining  (classroom  and  oo-ttae-job)  including 
training  to  replace  or  update  obsolete  skills  without  which 
empk>yment  in  emerfing  or  high-skilled  occupations  would  be 
unlikely. 

Education  and  training  services  may  also  include: 

•  Entrepreoeurial  training,  inchMfing  eanepreoearial/  wlf- 
emptoymeot  assistance  to  provide  training  and  support  to  bdp 
individuals  establish  a  business  plan,  and  achieve  linkages  with 
sources  of  financing  and  technical  nfiflance.   dodividuals  in 
this  activity  may  qualify  for  self-emptoymeat  allowances  equal 
to  UI  payments  in  those  States  which  choose  to  exeidse  this  UI 
payment  opiioa.);  and, 

•  Other  appropriate,  skins-based  training  (e.g.,  skins  required  (or 
high  peffbfinance  woriipbce  enviromneatt  such  as  proUem- 
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solving  and  teamworic,  and  skills  rebted  to  the  use  of  new 
technologies). 

In  order  to  receive  these  education  and  training  services,  an  individual 
must  have  and  follow  a  current  Reemployment  Plan,  and  the  services 
must  be  necessary   for  the  achievement  of  af^iDpriate  employmem 
objectives. 

Workers  will  be  able  to  select  education  and  training  providerfs)  from  a 
broad  listing  of  participating,  qualified  service  providers.    Providen 
will  be  required  to  supply  quality-based  performance  infonnadoo. 

•  Education  and  training  services  will  be  provided  primarily  on  an 
individual  referral  basis  through  payments  to  the  selected  service 
provider. 

•  Where  a  group  of  worken  is  identified  thai  have  similar  needs 
and  reemployment  interests  regarding  available  employinett 
opportunities,  a  customized  training  program  for  these  workers 
may  be  funded. 

•  In  some  cases,  localities  may  negotiate  an  appropriate  training 
program  with  new  providers  that  must  be  subsequently  qualified. 

•  Technical  assistance  will  be  provided  to  expand  and  enhancing 
the  local  service  options  by  encouraging  the  creation  and 
establishme^  of  innovative  service  providen  such  as  industry 
consortia  to  design  and  deliver  customized  training,  and  the 
developmeni  of  linkages  to  cooqwier-accessed  leaning 
programs. 

Retraining  iocomt  support  wiU  be  availaUe  for  peimaaeaily  separated 
tenured  workers  for  each  week  they  are  makiag  saiisfKtory  progreu  in 
full-time  tiaimiv  (other  than  oa-th»-job  tniniiig). 

•  FoD-time  tniatng  under  the  progrm  win  be  'approved  tniniag* 
for  the  purposes  of  detennining  '•««*i«""^  eUgibaity  for  UI 


To  be  digible  to  receive  renainiag  iDoome  nppoit,  individuab 
must  be: 
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0         Eligible  to  receive  uocmployment  compensation  under 
the  Slue's  unemployment  compensation  system; 

[NOTE:  EDWAA  allows  ne*ds-nlat*d  payments  to 
workers  who  are  not  eligible  for  VI.J 

o         Tenured  worken,  i.e. ,  woricen  who  were  continuously 
employed  with  the  layoff  employer,  not  counting  speUs 
of  temponiy  layoff,  for  the  previous  two  years 
(including  part-time  and  neasoml).  For  the  purpose  of 
this  Section,  individuals  who  have  had  multiple 
employen  (over  the  previous  two  years)  ud  are  part  of  a 
multi-employer  pension  prognm  or  who  are  employed 
through  a  single  hiring  hall  will  satisfy  the  requirement 
of  continuous  employment  with  the  layoff  employer. 

o         Receiving  basic  reemploymeot  services  by  the  8th  week 
(or  by  the  6th  week  after  becoming  aware  that  a 
temporaiy  layoff  will  be  peimanent)  of  the  initial  UI 
benefits  period  following  a  permanent  sepaiatioa,  and  are 
enrolled  in  education  and  training  services  by  the  16th 
week  (or  by  the  14th  week  after  becoming  aware  that  a 
temporary  layoff  will  be  permanent). 

(SOTE:   This  is  differmtfrom  eurrmt  provisioru 
rtquirimg  enrollment  oi  retrauOng  bj  the  13th  week  of 
initial  UI  bm^ftts  ptriod.] 

Retraining  income  st9>poft  paymeats  will  commeiice  oooe  an 
eligible  worker  has  exhausted  his  or  her  UI  beaefia. 

The  period  of  eligibility  for  retnining  support  will  be  the  time 
necessary  tocompleie  a  tnining  or  education  prognm  under  the 
woiker'i  Reemployinent  Plan,  but  not  more  than  18  months. 
The  18  month  period  shall  include  any  time  reflected  in 
extensions  of  UI  benefiu. 

The  retnining  income  support  payment  wiD  be  ei|ual  to  Hie 
individual's  UI  benefit  payment,  adyusied  for  eandngs  from 
part-time  employment  consistent  with  Stale  UI  policie*.  Tkii 
will  aUow  some  individuals  to  work  pnn-time  while  in  mining. 
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•  Individuals  in  training  who  are  noc  eligible  for  retraining  ntppon 
payments  will  be  provided  assistance  in  secuiiog  Pell  grants  and 
other  fonns  of  financia]  assistance. 

Relocation  allowances  will  be  provided  to  workers  when  necessary  to 
move  to  a  new  area  to  take  a  job  with  a  new  employer  if  similar 
opportunities  are  not  available  within  a  reasonable  commuting  area. 

o         The  relocation  allowance  for  an  individual  shall  not 
exceed  an  amount  equal  to  the  sum  of:  90  percent  of 
reasonable  and  necessary  expenses  incurred  in 
transporting  the  worker  and  the  worker's  family,  and 
household  elTects,  plus  a  lump  sum  payment  equivalent 
to  three  times  the  worker's  average  weekly  wage  up  to  a 
maximum  lump  sum  payment  of  $800  per  participant. 

o  Relocation  allowances  shall  only  be  paid  to  individuals 
with  bona  fide  job  offen  in  the  area  to  which  they  are 
relocating. 

[NOTE:  companblt  with  TAA.J 

Support  scnicai  will  be  available  for  participants,  including  those  who 
do  not  qualify  for  retraining  support,  tased  on  needs' documented  in  tbe 
Reemployment  Plan. 

•  Funds  may  be  used,  where  necessary,  to  provide  dislocated 
workers  dependent  care,  transportatioa,  meals,  health  care,  etc., 
to  enable  dislocated  worken  to  particq»te  in  training  and  other 
intensive  services.    • 

•  Support  services  will  be  provided  through  direct  payments  to  the 
individual  worker  or  thrcNigh  payments  to  selected  service 
providen. 

sunt  upgradlag  for  cumotijr  employed  wvriun  at  rtek  of  bjoff, 
coaununky  aiUustmcat  phnning  and  cnplojrar  caofewton/ 
divcniflcatioii/work  rcrtnicturiiig  may  be  made  available  under  the 
Secreiaiy't  oatiooal  reserve  account 
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[NOTE:   Employer  assistance  services  and  community  conversion 
planning  assistance  arc  currently  authorized  under  the  Defense 
Diversification  Program.] 

»         Supplemental  wage  allowances   for  eligible  woricen,  who  are  within  a 
specified  period  of  time  of  qualifying  for  letiiement,  who  have  obtained 
lower-paying  jobs,   in  an  amount  not  to  exceed  SO  percent  of  their  UI 
benefit  ,  limited  to  amount  equal  to  80  percent  of  previous  wage,  for  a 
period  not  to  exceed  S2  weeks. 

E.        LI  FLEXIBILmf 

Suies  will  have  the  option  of  adopting  three  new  approaches  for  providing 
benefits  to  unemployed  workers  who  have  the  specific  capabilities  to  take 
advanuge  of  these  approaches.   These  options  are  aimed  at  introducing 
flexibility  into  the  basic  program  of  UI  benefit  payments,  and  are  designed  to 
assist  in  leading  workers  to  reemployment.   Two  of  these  optioas  ~  self- 
employment  and  re-employment  bonuses  -  will  provide  permanently  laid-off 
workers  with  assistance  and  incentives  for  rapid  re-employment  The  third  — 
short  time  compensation  ~  will  use  benefit  payments  to  avoid  or  delay  layoffs. 
Administration  of  the  benefits  will  continue  to  be  the  responsibility  of  the  UI 
system. 

(1)         <!i-lf-Fjiip1oYmwrt  in  tTnwnplnyimwt  Inoiratif^     Flexibility  wiU 

be  provided  within  the  UI  system  to  use  benefit  payments  as  allowaiKes 
which  support  certain  claimants  in  starting  their  own  small  businesses. 

•  Current  UI  law  will  be  amended  to  aOow  these  periodic 
allowance  payments  to  permanently  laid-off  woiten  who 
indicate  interest  in  apd  show  j"****"!  for  staitinf  anaO 
businesses. 

•  Certain  requirements  will  be  ruiHithfd  in  legiihiioa  to  assist 
the  pennaneatly  laid-off  worker  in  the  succcnfU  eaabUshmeni 
of  a  business  while  « the  same  time  stfegmdiag  the  iaiegrity 
of  the  UI  T^usi  Ptiad.  These  win  inchide: 

o        RequiiemetKs  for  paitidpetioa  in  hfti'tfti  tndniag  and 
suppoit  service;  and, 

o        Assurances  that  the  woifcer  i»  engaged  fbO-time  in 
establishment  of  the  businen. 
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the  equivalent  of  UI  benefiU,  tbose  eorolled  in  this  program  will 
not  have  to  meet  current  UI  requirements  regarding  woik 
search,  nor  will  they  have  to  accept  wage  and  salary  jobs.   In 
addition,  earnings  from  self-empioymeat  will  not  be  counted  for 
UI  eligibility  puiposes. 

(2)  Reemplovment  Bonmea.   Certain  unemployed  woifcen  will  be 
offered  reemployment  bonuses,  or  ioceadve  paymeou  over  and  above 
regular  benefit  amounts  only  if  ibey  find  new  work  within  a  specified 
number  of  weeks.   Demonstiation  programs  have  shown  that  re- 
empioyraent  bonus  prognms  are  cost  effective,  and  that  participating 
worken  found  work  sooner  (in  comparable  occupations  and  at  the  same 
wages)  than  a  control  group. 

•         Requirements  for  State  operation  will  be  <k**''''t'^  which 
ensure  against  improper  use  of  this  flexibility  option.  These 
will  include: 

o         Bonus  paymenu  only  after  a  period  of  employmeat,  and 
only  to  those  getting  jobs  with  new  employers;  and 

o         Payment  of  a  multiple  of  the  weekly  benefit  amount, 
only  under  the  conditions  of  a  Reemploymem  Plan,  to 
individuals  identified  as  permanently  laid-off  and  in  need 
of  reemptoyment  assistance. 

(3)  Shon-rmie  Compensatioa.   Short  time  compensation  allows 
employers  to  reditce  hours  of  employment  for  a  large  gmq>  of 
woikers,  rather  than  laying  a  smaller  number  of  woiken  oiff.  Woiken 
on  short-time  compensation  receive  uneatploymeat  compwuatioa  for 
the  reduced  hours.   Seventeen  states  currently  opente  shon-time 
compensation  programs. 

All  prognnu  cumiKly  require  establishment  of  employer  plans  which 
are  approved  by  the  &ate.  These  plans  cootaia  fieitURa  which  protect 
against  the  misuse  of  dK  program  and  goven  itt  opentioB.  Titeae 
features  include  rstahlishing  limits  on  the  number  of  boun 
compeiuated,  and  ia  tome  cases,  mntintiing  health  and  peasioa 
beoefia. 
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This  prognm  was  reauthorized  in  1992  as  part  of  the  Emergency 
Unemployment  Compensation  prognm.   The  legislation  is  flawed, 
however,  because  it  does  not  permit  States  to  continue  operating  the 
present  17  programs  as  they  are  designed,  and  does  not  allow  the 
Secretary  to  esublish  safeguards  for  program  flexibility. 

F.        AUTHORIZATION  AND  ALLOTMENT  OF  FUNTW 

»         The  program  will  be  authorized  for  fimding  at  such  sums  as  necessary 
in  Fiscal  Year  1 995,  and  each  of  the  following  three  fiscal  years. 

»  Of  the  amounts  appropriated,  70  percent  of  the  funds  will  be  allotted  to 
the  States  on  a  Program  Year  basis  beginning  on  July  1,  and  30  percent 
may  be  retained  by  the  Secretary  for  national  activities. 

[NOTE:   Vndtr  currtnl  law,  80  ptrtent  of  tht  EDWAA  formula  for 
nU  in  ofJTPA  is  attotud  to  th*  States  and  20p*reeitt  is  rttained  by 
tht  Secrtlary.    Whm  funds  for  EDWAA  and  olhtr  national  programs 
authoriud  in  TUU  ID  an  combined  fi.t.,  Dtfenu  Conversion  and 
Clean  Air),  the  aOotmtra  to  the  Staus  is  approximately  65  percent 
with  35  percent  retained  by  the  Secretary.] 

•  The  current  EDWAA  allotment  formula  will'distribute  the  funds 
among  the  States.  No  State  shall  be  alloaed  less  than  90%  of  iu 
allotment  percentage  for  the  program  year  preceding  the 
program  year  for  which  the  determinatioa  is  made.   No  State 
shall  be  alloaed  more  than  130%  of  iu  alloanem  percentage  for 
the  program  year  preceding  the  program  year  for  which  the 
determination  is  made. 

•  Of  the  amount  alkxted  to  each  State,  the  Govenor  may  retain 
30  percent  (venut  40  percent  undar  cumat  hw]. 

o        Not  more  than  15  percent  of  the  retained  amount  will  be 
available  for  State  administiation,  coordinatioo  and 
oversight. 

o        Not  less  than  SO  percent  of  the  retained  amouiM  must  be 
used  for  outreach  (including  required  t^id  re^onse  and 
UI  profiling),  and  the  development  and  maintnanoe  of  a 
State  and  local  labor  maifcct  iafofmation  lyttm. 
inchiding  infiDnnation 00  labormaitet cooditioas  and 
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employment  oppoitunities,  and  oo  qualified  educaiioo 
and  training  service  providers. 

o         The  development  and  disseminatioo  of  consumer-oriented 
labor  maifcet  and  service  provider  iaformatioa,  and  the 
provision  of  outreach,  including  rapid  response  services 
and  UI  profiling,  are  to  be  provided  from  funds  reserved 
by  the  State. 

o        The  remaining  retained  funds  may  be  used  by  the 

Governor  to  make  grants  as  necessary  during  the  year  to 
provide  training  and  reemploymeot  services  for  eligible 
workers  dislocated  as  a  result  of  plant  closures  and  mass 
layoffs  throughout  die  State. 

[SOTE:  RtduaioH  oflht  allowed  OaU  rettrve  penemt  it 
intended  to  makt  money  avaHabU  upfront  to  nbtttta  areas. 
This  does  not  change  Uu  statt't  authority  to  reaOoam  fimds 
among  subttate  anas  based  on  actual  expendltunt.   The  50% 
floor  for  outreach  and  information  system  activities  reflects  the 
increased  importance  of  the  activities  and  the  stale's  essential 
role  in  insuring  that  they  are  effectively  implemented.] 

The  remaining  70  perce«  of  the  State's  aDotmeal  must  be 
allocated  to  the  substate  areas  for  provisioo  of  reempk>yment 
and  training  services  to  eligible  worken.  The  Govenx>r  will 
prescribe  the  subsote  allocatioo  formula,  using  and  applying 
weights  to  the  facton  in  the  State  aUotmetX  formula  arid  such 
additional  factors  as  the  Governor  deems  appropriate. 

phis  changes  the  six  required  factort  currently  speckled  In 
EDWAA:  (I)  insured  unemployment,  (3>  unemployment 
comcentratians,  (3)  plant  doting  and  matt  layoff  dita,  (4) 
declining  indmtlrtet,  (S}  farmer-ramdier  economie  hardtUp 
and  W  bmg-lenm  unemplaytient  dutuj 


»         Of  the  30  peicett  that  may  be  retained  by  the  Secreiaiy: 

•        Nbl  less  than  70  percent  will  be  availabie  to  make  additional 
grants  for  wofker  adfustnient  assistance  in  response  to  large- 
scale  (titkyarinnt  resulting  from  such  &cton  u  plant  closures  or 
mass  layoffs,  busineu  reorganizatioa  or  lesttuctuiing,  tnde- 
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mass  layoffs,  business  reorganizatioa  or  restjucturing,  trade- 
related  impacts  (includiof  NAFTA  impacts),  changes  in 
technology  or  environmental  requirements,  and  reductions  in 
defense  spending. 

o         The  Secretary  will  have  the  flexibility  to  consider 

strategies  and  ^ipnMcbes  thai  are  customized  to  respond 
to  specific  disloouions,  including  early  intervention  in 
response  to  a  public  announcement  of  a  base  closure  or 
plant  closure  prior  to  the  receipt  by  the  workers  of 
individual  notices  of  terminationr. 

o         Eligible  grantees  include  States,  substate  entities, 
employers,  employer  associations,  representatives  of 
employees. 

Up  to  IS  percent  may  be  used  fftmu  minimHm  of  lOptrctnt 
eurrtntfyj  for  evaluation  of  program  performance,  research,  and 
pilot  and  demonstration  projects.  Such  projects  may  inchide 
employment  and  training  of  incumbent  wortos  with  limited 
skills  or  who  are  at-risk  of  layoff,  wage  insunoce/wage 
supplements  and  other  incentives  for  earlier  re-employment,  and 
employer-sponsored  training  in  conjunctioa  with  efToits  to  aveit 
a  layoff  or  to  intnxluce  high-perfonnance  work  otganizatioo 
systems. 

Up  to  10  percem  [vtnut  5  ptrcmt  itamidy,  aUhouffi  tha 
tttabUshmtia  ofiutional  MIS  is  a  new  pnvidonj  may  be  used 
fior. 

o         Capacity  buikling  initiatives  based  on  proposals  submioed 
by  the  Stales.  These  fiinds  will  be  used  to  support  the 
expansion  of  service  optioas  at  the  kxal  levels,  includiiig 
industry  consortia  delivering  customized  tnining 
programs,  and  regional  and  national  traiaiag  providers 
offering  computer-accessed  learning  sydemt; 

o         Staff  development  and  training  fior  Fedenl,  State  and 
kxal  staff  inchiding  memben  of  Stale  and  local  boards 
and  vendor  staff;  and 
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o        Technica]  assisonce,  including  esttblishmeat  of  a 
national  management  information  system  (o  support 
program  oversight  aixl  enhance  service  quality.   A 
portion  of  the  amount  reserved  will  be  used  for  collecting 
and  analyzing  sutistical  dau  on  permanent  layoffs  and 
plant  closures  to  be  used  at  the  State-level  to  trigger 
rapid  response  as  well  as  for  planning  and  substate 
allocatioa  of  lesources. 

»         The  Secretary  will  recapoue  excess  unexpended  formula  funds  annually 
(consistent  with  current  policies  and  procedures)  and  use  these  funds 
for  additional  discretionary  giants  for  worker  adjustment  assistance. 

[Currently,  recaptured  funds  are  realtoatd  among  the  Stausfnm 
which  funds  are  not  recaptured.] 

•  The  amount  subject  to  recapture  shall  be  the  amount  by  which 
the  unexpended  balance  of  the  State  allotment  at  the  end  of  a 
program  year  exceeds  20  percent  of  the  allotment  for  that 
program  year,  plus  the  unexpended  balance  of  the  State 
allotment  from  any  program  year  prior  to  the  program  year  in 
which  there  is  »ich  excess. 

•  Recaptured  funds  shall  be  available  for  three  program  yean, 
including  the  program  year  of  their  allotment 

»         Limitatioiu  on  use  of  funds 

•  Of  the  (iinds  allotted  to  States,  and  allocated  to  substate  areas  by 
fonnula.  States  and  substate  entities  each  may  not  spend  more 
than  IS  percent  on  administration. 

G.        DISASTER  RELO?  EMPLOYMENT  ASSISTANCE 

Disaster  relief  assistance  will  be  implemeated  within  national 
discretionary  accouiK  authority,  following  the  lequitcmeiKs  outlined  in 
Title  IV,  Sectioa  J  of  JTPA. 

>  TW«  IV,  tat  J  -  DiMttv  RiM  tir^tarmtM.  trntumn 

S«etion  499A.  6««nl  Auttwftty 

(al  Qutffiestlon  for  Fwtdi.  -  Fundi  tppropriatad  to  ewry  out  (h*  nrtontl 

di*a«tionarv  •ccount  tfial  ba  mad*  avaiabia  in  a  tknaty  mannar  by  iha  SaaaCfy  to 
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Itt*  Governor  o4  ar)y  Stat*  within  whid<  ii  locattd  an  i*»  that  hu  tuf^td  an 
tmargtrKv  or  a  maior  diunar  ••  dafinad  in  paragrapha  (1)  ar>d  121  raapactiva<Y.  o4 
union  102  of  tfw  Diaaatar  Ratial  Act  o<  1974  (42  U.SC.  SI 22  (II  and  (211  rafarrad 
to  in  tNi  part  aa  t^a  'diaaatar  araa'l. 

(bl   Subatata  Allocation.    -  Not  laaa  than  80  parcam  of  tha  fwida  mad*  avaOaU*  to 
any  Govarnor  i«td*r  tubaaction  (al  thai  ba  alloeatad  by  th*  Govwncr  to  unita  of 
ganaral  local  govammant  locatad.  in  whol*  or  In  part.  witNn  audi  doaatar  araaa. 
Tha  rimaindaf  of  tuch  turtda  may  ba  raaarvad  by  tha  Govarnor  for  uaa,  in  cartoart 
with  Suta  »9tnci*t,  in  daanup.  raacua.  rapair,  ranovatton,  artd  ratauMng  actlvHi** 
aaaooatad  with  sucti  maior  daaatar. 

Id   Coordination.  -  Funda  mada  availabi*  undar  thia  part  to  Govamora  arvl  inta  of 
ganaral  local  sovemmam  aftal  ba  axpandad  in  cartaUtation  with  - 

II I  agandaa  admWatartnq  programa  for  dteaatar  raHaf  providad  undar  th* 
Ouastar  Raliaf  Act  of  1974;  and 

121  tlia  admlnistrathfa  antKy  and  ttia  prfvata  induatry  coukN  in  aaeh  aarvlea 
dativary  araaa  witNn  wNcti  dkaatar  amploymam  programa  wH  ba  conduetad 
undar  thia  part. 

Saction  499B.   Uaa  of  Fur>d* 

lal   Proiaeu  Raatrictad  to  Diaaatar  Araaa.  -  Funda  mada  availabi*  urvlar  thia  part  to 

arty  unit  of  ganaral  local  govanvnam  in  a  diaaatar  araa  - 

(II  aha*  ba  uaad  axdualvaly  to  provid*  amptoymant  on  proiact*  to  provida 
food,  dothmg.  ahaltar,  and  othar  humanitarian  aaaiatarw  for  daaatar 
victim*  and  on  projects  ragardkig  damoHtion.  daanup,  rapair.  renovation, 
and  reconstruction  of  damaged  and  destroyed  stiuctiaaa,  faeilitiaa,  and 
tanda  locatad  within  tha  ifaaatar  araa:  and, 

121  may  ba  expanded  through  pubHc  and  prfvata  igancl*!  and  organiistiorts 
engaged  in  such  protect*. 

(bl   BigibI*  Partidpwita.  -  An  intfvidual  the*  be  eUgiWe  to  be  otlarad  dteaalar 

employment  i«ider  tMa  part  la  such  irtdhridual  tt  - 

(1IIAI  aOgiWe  to  parttdpata  or  enrol,  or  I*  ■  pfticipam  or  *nrol*d.  laidar 

Titl*  IN  of  tNa  Act  oih*r  th*n  *n  intfviduat  who  i*  aeltvalv  engaged  m  a 

training  piuyvam;  or 

IB)  algiH*  to  parttipta  In  programa  or  aetivilta  asaisMd  iMttm  *w«en  401 

or  402:  and 

(21  lawmploved  •*  a  cenaaquanca  of  tha  dtaatv. 

Id  Umltaticn*  on  Oiaastarnalaf  Empioymanc   -  Me  MMduaia  ihal  b*  *mplevad 
iaid*r  IN*  pan  for  mora  than  6  moMha  for  work  ralMtd  to  racovary  from  a  aingla 
nattfal  daaataf . 

(d)  RagUMona.   -  Tfia  Sacratary  ilial  praacrlba  audi  ragUalton*  aa  may  b* 
naceaaary  to  promoia  tha  fiscal  imavtty  of  programa  conduetad  wWi  find*  mad* 
avaaaWa  undar  thia  part. 
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Section  499C.   Dtfimtioni 

As  uMd  in  this  part,  th«  term  'unit  o4  gentnl  local  oovommant'  indudtt  - 

(II  in  the  cjse  of  ■  commurWTy  conducting  ■  proieet  in  an  Indun  retervttion  or 
Aleska  Native  village,  the  grantee  designated  under  subsectaon  (c)  or  (dl  of  Section 
401 .  or  a  consortium  of  such  grantees  and  the  State,  and 

I2l  in  the  case  of  a  commtnTy  conducting  a  protect  in  a  migrant  or  scaaonal 
farmworker  communitv.  the  grantee  de«tgr\atad  i«tder  section  402(cl,  or  a 
consortium  of  sucti  yantees  and  the  State. 

H.        GOVERNANCE 

»  Federal  Roics  and  Responsibilities 

•  Execute  a  Paitnenhip  Agreeroem  with  eacli  State  and  local 
elected  official(s)  for  each  Worker  Adjustment  Career  Center  to 
describe  responsibilities  at  each  level  of  government  to  support 
the  delivery  of  high  quality  services  to  Center  customers. 

•  Alloc  and  recapture  funds  among  the  States. 

•  Operate  a  national  discretionary  grant  prognm  to  address  large- 
scale  impacts  and  muhi-State/industry-wide  dislocations  which 
are  national  in  scope  or  for  which  need  exceeds  available 
resources. 

•  Conduct  program  planning  and  evaluation  activities  to  support 
the  effectiveness  of  State  foimula  and  oatkmal  discretionary 
grant  programs. 

•  Prescribe  performance  and  geaetal  prognm  standards  for  State 
and  substate  programs. 

o         Performance  standards  may  iachide  fbDow-up 

employmett  rate,  wage  rate  it  specified  period  after 
leaving  the  program,  and  wage  compuability  rite  at 
specified  period  after  leaving  tbe  program,  attainmeat  of 
cettificatioa,  customer  latisfactioa,  and  such  other 
qualitative  and  quantitative  meajures  (including 
attainment  of  national  skills  standards  u  they  become 
available)  prescribed  by  tbe  Secretary. 
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•  Opente  a  pilot  and  demonstntioo  prognm  to  (est  innovative 
strategies  for  req)ondiflg  to  worker  disJocation. 

•  Promote  capacity-building,  assist  in  the  development  of  data 
collection  and  MIS  systems,  aixJ  provide  technical  assistance  to 
Suie  and  substate  entities. 

Govcmor/SUte  Roles  anti  Rcsponsibilltki 

•  Enter  into  a  Partnership  Agieemeat  with  DOL,  local  elected 
officials,  and  the  Centers  which  describes  roles,  responsibilities, 
and  expectations  for  each. 


•         Designate  substate  areas  for  implementing  the  program, 
consistent  with  current  law,  after  receiving  any 
recommendatioas  from  the  State  Council.   States  and  local 
elected  officials  are  encouraged  to  make  this  designation  to 
reflea  the  substate  area's  labor  market  in  order  to  enable  better 
planning,  coordination,  and  better  information  r^arding  jobs 
and  training. 

o         Each  existing  Title  D  Service  Delivery  Area  shall  be 
included  within  a  substate  area  and  no  service  delivery 
area  shall  be  divided  among  two  or  more  substate  areas. 

o        In  ntuUdttg  designatioas  of  substate  areas,  the  Governor 
shall  consider 

Ibe  availability  of  services  throughotii  the  State; 

the  capability  to  coonUiiaie  the  delivery  of 
services  with  other  bunuD  services  and  ecooomic 
developtnent  progmns; 

the  teograpluc  boundaries  of  labor  maiket  areas 
within  the  Stale. 

o        A  perceal  of  the  appropriated  fbnds  -  eg..  S  peroett  - 
will  be  a  set-aside  for  financial  incentives  to  Sales  and 
labor  mailut  areas  which  —^''"t''  and  ■"!■««■■'  sabsiaie 
areas  which  meet  'realistic  labor  maikel  ana.* 
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In  conjunction  with  local  elected  ofTiciaid)  in  each  substate  aiea, 
designate  a  substate  administrative  entity  or  a  substate  fiscal 
agent.    (See  options  under  Local  Role.]  Local  govemment 
entities  represented  by  the  local  elected  ofricial(s)  are  liable  for 
misexpenditures  of  piogiun  funds  in  the  substate  area. 

The  Governor,  in  conjunction  with  the  local  elected  official(s) 
and  the  Private  Industry  Couiicil(s)  (PICs),  chooses  a  method  of 
competition  for  selecting  the  operators  of  the  WACC  which  is 
best  for  the  State  aod/or  individual  labor  market  area(s). 
Examples  of  approaches  include: 

o         The  Governor  or  local  entity  puts  out  a  competitive  bid 
for  an  umbrella  organization  for  that  area  -  e.g.,  will  be 
reqxmsible  for  the  entire  network  of  WACC's  in  the 
.  labor  maito  area. 

o         The  Governor  or  local  entity,  selects  through  a 

competitive  process,  several  entities,  which  may  be 
difTerem  organizations  in  the  same  local  labor  market,  to 
operate  the  WACC. 

Establish  a  State-level  Dislocated  Worker  Unit  with  clear 
responsibilities  for  rapid  response  following  die  receipt  of 
WARN  notices  and  other  Dotifkations  of  plant  dosures/layoffs. 

o         Accept  WARN  notices  and  other  information  to  identify 
layoffs  affiecting  SO  workers  or  more; 

o         Contact  and  on-site  assistance  with  representatives  of  the 
employer  and  the  affected  wotken  w^hin  five  days; 

o         Emblishmeat  of  Ttaasition  Aisiitanrf  comminir»  to 
plan  and  oversee  the  deiiveiy  of  reemployment, 
educatioa  and  tnining  services  to  elifjUe  woiken  (TACs 
sboukl  be  comprised  of  a  halanrwi  mix  of  representatives 
of  the  enqrtoyer,  the  affected  woikert.  labor 
organizatioos,  and  the  community  u  appropriate  and 
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should  be  chaired  by  an  individual  who  a  neutral  to  the 
interests  of  the  employer  and  the  woricers.   The 
committee  must  provide  a  mechanism  for  the  active 
participatioa  of  woricers  and  labor  orpnizations  in 
planning  and  overseeing  the  delivery  of  services.) 

c         Development  of  an  action  plan  for  the  provisioa  of 

reemployment  and  training  servic<^  to  eligible  workers, 
iiKluding  group  counseling  and  assessment,  and  labor 
market  information. 

o         Development  of  agreements  with  Worker  Adjustment 
Career  Centers  through  the  appropriate  substate  entities 
(Options  1  and  2)  regarding  the  provisioa  of 
reemployment  aixl  training  assistance  to  eligible  workers, 
including  the  establishment  of  employer  site  assistance 
centers.   The  Governor  may  use  some  of  the  fiiods 
retained  by  the  State  to  operate  such  centers,  but  the 
State  must  ensure  that  such  centers  are  operated  in 
conjunction  with  the  established  Worker  Adjustmem 
Carver  Centers  in  the  substate  area. 

•  Establish  and  implemem  a  process  for  development  and  approval 
of  substate  plans  for  the  delivery  of  services  within  each 
substate  area. 

•  Establish  the  following  program  support  capabilities: 

o         A  capability  for  Statewide  and  labor  market  area 

coUectioo  and  disseminaiioa  of  coasumer-oriented  LMI 
and  service  provider  infomatioa  as  part  of  the  National 
Labor  Market  Informalioa  System; 

o        Methods  to  coordinate  the  deUveiy  of  reemployiDeiit 
services  with  the  administntion  of  retraining  support 
payments  for  eligible  individuals  in  training  through  the 
State's  UI  system; 

o         A  performance  measuremem  and  accountability  system 
that  systematically  colleca  dm  on  Career  Center  and 
special  project  perfbrmaiioe  u  measuied  by  peifotmance 
standards  required  by  the  Secretaiy  and  the  Governor  and 
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contained  in  a  Paitnenhip  Apcemeni.   Performance 
measures  should  include  candid,  unfdtered  customer 
feedback  information  on  the  quality  and  effectiveness  of 
services  provided  through  Worker  Adjustment  Career 
Centers; 

o         Procedures  for  awarding  giants  as  necessary  during  the 
year  to  provide  training  and  reemploymem  assistance  for 
eligible  workers  dislocated  as  a  resuh  of  plant  closures 
and  mass  layoffs  throughout  the  State; 

o        A  capability  for  UI  profiling  and  refeml  of  potential 
long-teim  unemployed  workers  to  substate  service 
entities  for  appropriate  services; 

•  Allocatioa  of  and  reallocation  of  funds  to  substate  areas. 

•  Develop  and  publish  a  State  Plan  for  public  review  and 
comment  every  two  years  that  describes  management  of  the 
State's  comprehensive  worker  reemployment  delivery  system. 

•  Establish  a  State  and  substate  system  for  qualifying  providers  of 
education  and  training  services,  including  the  collection  and 
nuinteiiance  of  capability  ai>d  performance  infonnation  on  such 
providers. 

o        The  State  will  require  the  annual  publication  of  outcome- 
.based  performance  infotmatioo  by  each  service  provider 
to  allow  workers  to  make  an  informed  choice  among 
providers,   lliis  ouy  inchide  information  such  as:  the 
percentage  of  studeatt  who  completed  their  planned 
course  of  study,  the  perceaiage  of  students  who  found  a 
job  in  a  training-related  ocaipnion  and  the  wages  paid, 
and  liceasure  ntes.  Once  national  skiDs  standards  have 
been  identified  and  established,  educatioa  and  training 
providers  will  be  required  to  repott  die  percentage  c^ 
students  who  mastered  necessary  competencies,  as  well, 
and  were  certified. 

o        The  SWB  will  establish  procedures  for  the  sanctiooiBg  of    . 
lefvice  providns  Ihtt  do  not  comply  with  Federal  or 
Sitfe  laws,  reAise  to  pnvkie  accurate  and  timety 
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perfonnance  information,  or  fail  lo  meet  miniinuin 
perfomiaoce  sunduds.  The  State  will  maiataio  an 
appeals  process  for  service  providen  that  challenge  such 
sanctions. 

•  Establish  a  capacity  building  program,  accessing  fiinds  reserved 
to  the  Secretary  through  the  submissioo  of  applications,  to: 

o         Provide  standards  for  appropriate  prognm  staff 
competencies  and  training  to  meet  thMe  standards, 
including  especially  case-managemem  counseling,  job 
development  and  employer  assistance  skills. 

•  Monitor  all  State  and  substate  program  activities,  including 
national  discretionary  grant  projects. 

•  Prepare  and  publish  an  Annual  Assessmem  of  Woifcer 
Reemployment  based  on  employer  surveys  and  program  results 
which  would  identify  current  skill  demands  and  projected 
growth,  assess  the  ability  of  available  training  to  meet  employer 
needs,  and  recommend  program  adjustmeats. 

»         Local  Roles  and  RcspoosibUhics 

•  Pursuant  to  the  agreement  between  the  Governor,  the  local 
eleaed  ofFicial(s)  and  the  appropriate  oversight  body,  each 
substate  area  will  have  one  or  n>ore  Worker  Adjustment  Career 
Centers  (WACCs)  and  a  network  of  education,  training  and 
support  service  providen.   A  Paitnershq>  Agreement  between  all 
levels  of  government  and  the  WACCs  will  describe  support  to 
be  provided,  responsibilities  of  each,  and  the  outcomes 
expected.  The  network  of  WACCs  will  be  established  through 
a  competitive  process. 

o         Competitioa  of  the  WACC  wiO  occur  at  least  once  every 
four  yean,  or  more  often  if  it  is  delennined  that  a  Cettter 
operator  is  not  achieving  ntwynte  petformance,  or  is  in 
violatioo  of  administruive  requireoieiKs. 

•  Workforce  Adjustment  Career  Ceaten  shall  be  single  site 
locations  at  which  all  reemptoymeai  sefvices  shall  be  available. 
Information  services  may  be  available  at  other  locatioos  and 
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through  other  organizations.   Reemployment  services  may  be 
provided  at  employer  sites  in  the  case  of  plant  closures  or  mass 
layoffs. 

Entities  eligible  to  compete  as  WACC's  include  any  existing 
providers  of  employment  and  training  services,  other  public  and 
private  organizations,  and  consonia  of  such  entities. 

Eligible  entities  must  show  that  they  can  be  honest  broken  of 
education  and  training  services  for  individual  customen  --  e.g., 
an  entity  that  is  eligible  to  be  designated  as  a  WACC  but  is  also 
a  direct  provider  of  some  education  or  training  course  will  need 
to  demonstrate  that  the  WACC  is  not  merely  an  entry  point  for 
its  own  programs,  and  that  career  counselon  utilize  all 
resources  in  the  community  as  needed  by  the  customer. 

A  local  governance  entity  shall  be  established  which  shall: 

o         Establish  a  mechanism  for  obtaining  regular  candid 
customer  feedback  on  the  effectiveness  and  quality  of 
services  being  provided  at  each  WACC  in  the  area. 

o         Provide  periodic  reports  to  the  Governor  summarizing 
key  ctistomer  feedtnck  findings  regarding  strengths  and 
weaknesses  in  the  provision  of  dislocated  worker  services 
in  the  substate  area  and  at  each  WACC. 

o  Ensure  that  customer  feedback  information  is  considered 
in  the  recompetitioa  of  Center  opentois. 

o  Implement  a  performance  management  process  for 
WACC  operations  that  iiKhides  both  performance 
standards  and  customer  feedback. 

o  Operate  an  appeals  procea  for  ao  individual  worker  who 
cannot  teach  agreemeiK  with  his  or  her  Career  Counselor 
regardiiig  the  Reemptoymeat  Flan,  eligibility  for  training, 
and/or  retraining  support. 
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[There  ar«  two  options  for  local  govcmanc*.  Option  1  us«  an 
existing  structure,  e.g.,  EDWAA  Option  2  uses  a  new  structure 
with  a  WorUorc*  Investment  Board  (WD)  and  local  fbcal  agent.] 

•  OPTION  1 :   The  subsiate  administrative  entity  shall  be 
responsible  for 

o         Receipt  and  administntiofl  of  funds  allocated  to  the 
subsute  am; 

0         Prqtantion  of  a  plan,  as  directed  by  the  Governor, 
which  identifies  the  number  and  locuioa  of  Worker 
Adjustment  Career  Centers  in  the  substate  area,  the 
training  needed  for  jobs  in  demand  and  jobs  of  the 
fiiture; 

o         Administering  i  process  for  competitively  selecting 
openuon  of  Woricer  Adjustment  Career  Centers,  and 
executing  contracts  with  such  operators; 

•  OPTION  2:   The  local  elected  ofHcials(s)  appoiitt  a  Workforce 
Investment  Board  (WIB).  WIB  membership  will  inchide 
business,  labor  organizations,  education  aixl  training,  local 
goverament,  community  organizatioos  and  other  interested 
parties.   Membenhip  will  be  subjea  to  ceitifkation  by  the 
Governor  for  compliance  with  membership  requirements. 

o         The  WIB  shall  is  responsible  for  program  policy 

guidance  and  performance  managemeot.  Responsibilities 
will  include:  detennining  the  number,  locatioe,  and 
budgett  of  WACCs;  idministfring  the  process  for 
competitively  selecting  WACCs;  implemeating  a 
petfonnance  management  proceu  fiir  WACC  opeiations 
that  include*  both  perfonnance  standards  and  automer 
feedback;  identi^ring  training  needed  fior  jobs  in  demand 
occupations  and  jobs  expected  to  be  in  demand  in  the 
future;  and  ensuring  that  training  is  necessary  and 
^ipropnate. 

o        Local  elected  official(s)  and  the  WIB  select  a  subttMe 
fiscal  agetx  which  is  re^onsible  for  admiaifleriBg  ftaadt, 
ntw-titing  Goatiactt  with  opeiiton  of  WACCt.  and 
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financial  and  compliance  oversight  of  WACC  operations. 
[Local  govenunent  entities  rcpreseiited  by  local  elected 
officials  aie  liable  for  misexpenditures  of  progiam  fiinds 
in  the  substate  area.] 

o         "ne  WIB  is  prohibited  from  administering  funds  or 
delivering  services. 

1.         CONDITIONS 

»  By  July  199S,  all  States  must  provide  all  services  to  all  eligible  workers 
under  this  program  through  a  network  of  Workforce  Adjustment  Career 
Centers  or,  at  the  Governor's  optkm,  Ooe-Stop  Career  Cemen. 

•         Each  Workforce  Adjustmem  Career  Center  must  provide  aU 
authorized  reemployment  services,  and  must  provide  for 
referrals  to  qualified  providers  of  all  authorized  education  and 
training  services.   Emrqjreneurial  training  and  non-occupational 
skills  training  may  be  provided  as  appropriate. 

J.         GENERAL  ADMINISTRATIVE  AND  PROGRAM  PROVISIONS 

»        The  program  will  operate  on  a  Progian  Year  basis  from  July  1  through 
June  30,  to  provide  lead  time  for  allotment  and  allocation  of  funds  and 
development  of  State  and  subsote  plans  prior  to  the  beginning  of  the 
program  period. 

»         The  proposal  will  add  two  year  obligational  authority  permitting 

rec^xure  and  reuse  of  excess  unexpended  prior  year  funds  from  both 
formula  and  discretioaary  awards. 

•        Provisions  relating  to  labor  standards,  safely  and  hcaUi,  grievance 
procedure,  noo-di^licatioa  of  activities  and  mvices  that  are  already 
available,  noa-<&aarifflinatioa.  fbcal  cootnb  and  tanctioat, 
administrMivcaiQaAGttioa  and  judicial  review,  ak..  wiD  be  similar  to 
those  vpUcabit  10  EDWAA  (under  title  I  of  nPA).  n?A  pnnvisioas 
tdaaed  10  serving  mod  in  need  win  DOi  be  iaclndad.  The  kfistatioa 
will  incoiporate  its  own  language  on  muipetitlv  pncureocai  to  t» 
consisteai  with  local  goweinance  structure  provisioiis. 
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Sute  and  subsuie  perfonnaace  sundards  will  be  used  to  monitor  and 
measure  performance  throu(b  a  natioaal  mana(eioeiH  information 
system  that  will  report  participant  and  expenditure  data  and  training- 
related  placements,  and  includes  measures  for  wa|e  repUcrmeni  and 
job  retention.   Substate  performance  ovenight  will  incluv..  program 
quality  assessmem  by  the  existing  local  governance  body  and  customer 
feedback  mechanism. 

Retraining  support  will  be  administered  through  the  UI  tysum,  wHh 
payments  and  adminisuaiion  being  handled  within  each  State's  UI 

structure. 
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SECTION  in 
ONE-STOP  CAREER  CENTERS 


A.        STATEMENT  OF  PUKFOSE 

»         The  goal  of  this  initiative  is  to  establish  a  iiatioiul  framework  withio 
which  all  Sutes  can  create  Statewide  One-Stop  Career  Center  networks 
to  provide  workers,  job  seekers,  students,  and  employers  who  are  in 
need  of  new  or  different  jobs  or  skills  with  streamlined  access  to  a 
comprehensive  menu  of  employment,  education,  and  training 
information  and  services.   This  system  will  be  customer-oriented, 
outcome-based,  and  provide  flexibility  for  State,  local  and  individual 
decision  making. 

»         The  objectives  of  the  initiative  are  to: 

•  Improve  access  of  all  job  seekers  and  emptoyen  to  the  services 
available  through  all  DOL  programs  and  the  myriad  of  Federal 
employment  and  training  programs. 

•  Improve  the  quantity  and  quality  of  information  and  related 
services  offered  regarding  jobs,  careers,  education  and  training 
organizations  and  their  outcomes,  education  and  training 
program  eligibility  requirements,  and  available  supportive 
services. 

•  Increase  customer  choice  by  providing  1)  sufficient  user 
friendly  information  and  assistance  to  usen  with  which  to  make 
informed  decisions  about  employment,  careen  and  training;  and 
2)  potential  for  choice  among  muhq>le  One-Stop  Career  Center 
operators  within  a  labor  market  area. 

•  Use  Fedei«l  funds  under  this  Section  u  venture  capital,  to 
underwrite  the  initial  cosu  of  planning  and  devekiping  or 
expanding  Statewide  One-Stop  Career  Center  networks. 

•  Build  00  and  advance  a  range  of  promising  State  and  local 
approaches  to  streamline  and  coordinate  education  and  training 
services;  improve  labor  market  informatioa;  and  encourage 
collaborative  effoits  to  achieve  this  cod. 
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B.        INTENT 


The  Secreury  of  Labor  will  suppon  the  development  of  One-Stop 
Career  Cemen  that: 

•  Afford  a  substantial  degree  of  State  and  local  flexibility  and 
discretion  in  esablishing  and  iraplemeatinf  One-Stop  Career 
Centers. 

•  Contribute  to  reinventing  govenunent  by  building  on  State  and 
local  capacity,  requiring  measurable  goals,  and  offering 
flexibility  in  meeting  these  goals. 

GENERAL  REQUIREMENTS 

The  One-Stop  Career  Center  system  under  this  Aa  must  contain  the 
following  elements: 

(1)  Universal  Access:  All  individuals  and  employers  are  potential 
customers  of  the  Centers.  Centen  must  provide  easy  access  to 
core  basic  services. 

•  Each  Center  must  provide  access  to  all  individuals  and 
employers  and  may,  consisteiK  with  an  approved  plan, 
specialize  in  serving  certain  populatioa  groups. 

(2)  Services:    Each  center  must  provide  a  standard  menu  of  core 
services  including  specific  ba^  services  and  specific  intensive 
services  for  eligible  dislocated  wofken.    In  addition,  ocher 
services  may  be  provided  at  the  option  of  State  and  local  areas. 

•  Customers  must  have  access  to  all  basic  services  at  each  One- 
Stop  Career  Center. 

[Itau:  JAttf  cadk  CaiXtr  optmor  Jk«w  m  koM  <ku  Mxifalf 
UtatittB.  01  <A«  Ubor  marktt  arm  Im  wUek  aulomtn  earn  git 
onc-OH-oiM  ptnoiul  ttniet;  or  ahtniMMf,  AomU  Ctnttr 
optTuton  b*  n^mind  to  dtmomlrmt  ham  aO  ttniett, 
btdudtng  Aou  imvoMitg  sufftminimtt,  wiO  bo  Miftnd  fm  a, 
'Oiu-Stop'  trpnaATJ 
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(3)  Comprehensive:    Centers  must  be  the  sole  deliverer  of  core 
basic  services  for  Department  of  Labor-funded  employment  and 
training  programs  such  as  JTPA  Title  II  and  ES.  and  the  sole 
deliverer  of  both  core  basic  and  intensive  services  for  the 
worker  adjustment  program. 

(4)  Quality  driven:     Centers  must  ensure  that  high  quality  services 
are  delivered  by  being  customer-based,  competitive,  and 
outcome-driven. 

(5)  High  Integrity  and  AccauntabiUty:    Centers  must  provide: 
public  accountability  for  funds  and  quality  of  services; 
confidentiality  of  client;  employee  and  employer  data; 
impartiality;  equal  access  to  services;  and  avoidance  of  conflicts 
of  interest. 

(6)  Governance:    A  governance  structure  must  be  created  at  the 
State  and  local  levels  to  oversee  the  One-Stop  Career  Center 
system  and  to  facilitate  integration  of  other  programs  that  use 
the  center. 

D.        IMPLEMENTATION  OF  THE  ONE-STOP  INTTIATIVE 

•  There  are  three  ways  that  Sutes  may  receive  Federal  assistance 
in  implementing  the  One-Stop  Career  Center  initiative:  planning 
and  development  grants,  implementation  gnmts,  and  the  granting 
of  statutory  and/or  regulatory  waivers. 

o         During  the  implementation  phase,  to  fKilitate  maximum 
distribution  of  One-Stop  funds,  use  of  these  funds  for 
physical  structures  will  be  prohibited. 

•  States  may  apply  for  granu  or  waiven  to  create  a  Statewide 
system  of  One-Stop  Career  Ceaten.  This  system  may  be  buih 
on  an  incremental  basis  over  a  period  of  time,  e.g.,  three  yean, 
commencing  with  a  conununity  or  communities  which  are  most 
ready  to  implement  the  Centen.  These  local  communities  may 
not  directly  apply  for  these  limited  One-Stop  Career  Center 
funds  nor  waiven  indepcnrtraa  of  their  reflective  States. 

•  Collaboration  and  consortia  will  be  eocounged  in  the 
development  of  the  State  grant  apfOa/iaa. 
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»         Sute  Ptaoninc  and  DcTeiopmeiit  Grants 

•  The  purpose  of  this  gnnt  is  to  assist  States  in  planning  and 
developing  a  comprehensive,  statewide  oetwoifc  of  One-Stop 
Career  Centers. 

•  Upon  the  State's  application,  the  Secreory  nuy  award  such  a 
grant  to  the  State  io  such  amouou  as  the  Secretaiy  detennines  is 
necessary  to  enable  it  to  begin  planning  and  developing  a 
sutewide  One-Stop  Career  Center  system. 

•  The  application  shall  include  informadoa  such  u  an  estimate  of 
the  time  and  amount  of  funding  necessary  to  complete  the 
planning  and  development  to  implement  a  comprehensive 
Statewide  system,  including  incorponuion  of  WACCs;  a 
description  of  bow  State  and  local  area  officials  will  work 
together  to  develop  the  system  involving  employers,  labor 
organizations  and  other  potential  customers/customer 
representatives;  a  plan  to  wtablish  a  State  Human  Resource 
Investmem  Council  (HRIC)  and  local  Workforce  Investmett 
Boards  (WIBs);  and  a  commitment  to  implemem  all  essential 
elements  of  One-Stop  Career  Centers. 

»         State  ImplementatioD  Grants 

•  The  purpose  of  an  implementation  giant  it  to  assist  States  in 
implementing  a  system  of  One-Stop  Career  Centen.   Such 
giants  may  be  awarded  to  States  subsequent  to  the  completion  of 
plans  developed  punuant  to  the  Planning  and  Devetopmeat 
Giants  described  above  and  to  States  that  have  planned  for  the 
One-Stop  Career  Centers  without  such  istiaancc. 

•  The  impiementatioo  grant  applicatioa  shall  inchide  infonnaiioa 
such  as  a  plan  for  a  comprehensive  statewide  system  that  meets 
the  minimum  criteria  contained  in  the  legislatioa,  a  description 
of  bow  the  State  will  ensure  that  the  Centen  are  the  sole 
deliverers  of  basic  services  for  JTPA.  ES,  and  EDWAA;  the 
integration  of  DOL  workforce  devetopment  profnms  into  One- 
Stop  Centers  and  encourage  other  programs  to  become  paitnen; 
a  description  of  the  chartering  proceu  for  center  openoon, 
including  a  description  of  the  state  plan  for  emuring  that  all 
residems  have  equal  oppoitunity  to  access  the  services;  and,  the 
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performance  measures,  iiKluding  customer  satisfaction,  that  will 
be  used  initially  until  national  performance  standards  are 
established. 

»         Waiver  Requests 

Any  State  may  request  a  waiver  of  one  or  more  statutory  or  regulatory 
provisions  to  furtber  its  progress  in  achieving  the  goals  of  the  One-Stop 
Career  Center  initiative.   Such  waiver  may  be  granted  in  conjunction 
with  a  gram  under  this  Section  or  separately. 

»         Approval  Criteria 

•        To  obtain  an  implementation  grant  or  waiver,  a  State  must: 

o       -  Implement  the  general  requiremettts  described  under 
Section  C.  General  Requirements. 

o         Require  DOL-funded  employmem  and  training  programs 
(ES,  Comprehensive  Worker  Adjustment  Prognun,  JTPA 
Title  n)  to  utilize  the  One-Stop  Career  Centers  for  the 
core  bask  services. 

0        Ensure  that  funds  from  these  DOL-fiinded  prognms  are 
provided  for  the  core  basic  services. 

o         Stales  are  strongly  encouraged  to  integrate  other  noo- 
DOL  progiaois  through  coDaboiative  effoits  or 
dcveiopmeai  of  consortia.   Such  effbiu  will  be  givea 
specia]  consideratioB  in  the  grm  nyttcitinn  and  waiver 
request  evahiatioa  process. 

o        Have  a  governance  stniciuic  in  ttfea  to  ovtnte  the 
SttiB's  One-Stop  Caicer  ~ 


E.  C<»ISERV1CIS 

Each  One-Slop  Caicer  Ccoier  matf  piovide  caitaiD 


■nweaittwotypMofccwseivlceawhichwiBbapfowidid  ttawgh 
the  Ow-Siop  Career  Cttw  bade  iiwk«.  wl**  ■«  te  avallrt* 
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univenally,  and  intensive  services,  whkb  are  required  to  be  available 
for  elifible  dislocated  workers  and  which  may  be  provided  to  others, 
depending  on  funding  sources.   Each  Center  may  enhance  these 
intensive  services  depending  on  service  needs  of  the  local  populatioa 
and  availability  of  funding  sources  (private  and  public). 

•  From  the  outset,  all  One-Stop  Career  Center  operaiors  will 
compete  for  customen.  To  attract  customers.  Center  operators 
will  focus  on  the  provisioa  of  quality  services. 

(1)       Basic  Servicea 

The  following  services  will  be  available  to  all  individuals  at  oo  charge: 

•  Customer-oriented  information  oo  careers,  labor  martos,  jobs, 
availability  and  quality  of  education  and  training  progiams; 

•  Filing  initial  UI  claims; 

•  Department  of  Labor's  Veterans'  employment  and  training 
services; 

•  Preliminary  assessment  of  skills,  interestt  and  aptitudes; 

•  Career  explotatioa; 

•  Review  of  the  eligibility  rBquiremeaa  for  VOL  wad  aoD-DOL 
wotfcforoe  developmeA  programs  such  u  Pefl  giaatt  and  JOBS 
widi  refenil  for  eligibility  deienniiiaiioiii  u  appropriate; 

•  Eligibility  determination  for  and  assisunce  in  eafaUmeat  in  all 
DOL-fiinded  employmem  and  training  progfuu; 

•  Job  leuck  astiaanrf,  iachiding  tetf-dfaected  reciiiiie 
pttpantioB; 

•  Job  refienil,  job  deveiapnieat,  and  ptocemeot  lervices;  and 

•  Employer  services,  including  api^icut  icieening  and 
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[NOTE:  One-Stop  bask  eon  strvien  differ  from  dUloetaed 
worier  bask  rtemploymeni  sen/kts  m  several  reacts: 

O         WACCs  will  offer  orientatioa  to  available 
infonnation  and  services;   Ooe-Stop  Career 
Centers  will  ooi; 

o        WACCs  will  offer  career  explontioa  and 

guidance;  One-Stop  Career  Ceaters,  will  only 
offer  career  explontioa; 

O         WACCs  will  review  eligibility  for  all  DOL- 

ftinded  employmvnt  and  tnining  programs;  One- 
Stop  Career  Centers  will  petfonn  eligibility 
reviews  for  all  woiicforce  development  programs; 
and 

o         WACCS  will  provide  job  search  skills  training; 
One-Stop  Career  Centers  will  offer  job  search 
assistance. 

These  differences  reflect  concenu  about  the  availability  of 
resources  for  serving  the  general  public  at  no  charge  and  the 
need  for  more  intensive  basic  services  for  dislocated  workers.] 

One- Stop  Career  Centers  will  be  the  sole  deliveren  of  basic  services 
for  DOL-funded  programs  such  as  JTPA  Title  n,  ES,  and  the  basic  and 
intensive  services  for  worker  adjustment  program.  The  Unemployment 
Insurance  services  remains  the  responsibility  of  the  State,  which  will 
continue  to  determine  how  these  services  are  delivered  and  will  work 
with  the  Centers  to  develop  methods  of  enabling  customos  to  file  UI 
claims  in  one  stop. 

•  Funds  from  these  prognnu  whidi  would  otberwiw  be  used  to 
provide  these  core  services  must  be  made  available  to  the  Ooe- 
Stop  Career  Centers  for  these  services. 

llssiu:  To  what  exUnt  eon  jtrmUom  ^eort  hatk  senHets  bt 
sub-€oiitra€U4?J 
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(2)   Intensive  Services 
»         The  following  services  will  be  availible  to  eligible  dislocated  workers: 

•  Diagnostic  testing  of  skills  and  aptitudes  and  io-depth 
interviewing  lo  develop  appropriate  employment  goals  and 
identify  employment  barriers; 

•  Individualized  counseling  and  career  planning; 

•  Piepantion  of  a  Reemployment  Plan; 

•  Assistance  in  the  evaluatioa  and  selectioa  of  an  appropriate 
provider  of  needed  education,  training  and  support  services; 
and, 

•  Reemployment  bonuses  through  the  UI  system  to  eligible 
individuals  in  Stales  which  have  this  UI  paymem  option. 

»         In  addition  lo  providing  these  services  to  workers  who  are  permanently 
laid  off,  other  Federal,  State,  and  local  programs  may  purchase  these 
services  with  the  agreement  of  the  local  governance  board  or  in  its 
absence,  the  Governor  or  other  appropriate  officials  through  the  One- 
Stop  Career  Centers  -  e.g.,  JTPA  Title  n. 

•  Individuals  may  be  charged  fees  for  the  provision  of  intensive 
services  except  that  fees  may  not  be  charged  for  intensive 
services  which  dislocated  workers  or  other  program  eligible 
(e.g.,  JTPA  Title  H)  paiticipims  receive. 

F.        OPTIONAL  SERVICES 

»         At  the  discretioa  of  the  State,  additioittl  UI  services  (e.g.,  eligibility 
reviews  and  comiinied  claims)  may  be  provided  through  the  One-Stop 
Career  Center  to  customen.  These  will  be  provided  at  no  charge  to  the 
customer. 

*■  At  die  discretioa  of  the  State  and  local  areas,  addhiooal  services  may 
be  provided  for  specific  customers,  employers,  and  job  seeken.  Fees 
may  be  chained  for  ofitional  services  unleu  the  recipientt  are  eligible 
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for  these  services  under  Federally  funded  programs  or  fee  payments  are 
available  through  other  funding  sources  (e.g.,  other  Federal,  State  or 
local  programs;  non-proru  agencies). 

G.        SERVICE  PROVISION 

►         Provision  of  core  basic  services  will  rely  heavily  on  products  which  can 
be  accessed  through  modem  technology  in  order  to  promote  self- 
directed  access  to  these  services. 

»         Core  basic  services  must  be  accessible  through  each  One-Stop  Career 
Center,  and  staff  must  be  made  available  to  assist  those  who  are  unable 
to  utilize  the  services  themselves.   It  is  eovisioDed  that  self-accessed 
services  will  also  be  available  through  a  variety  of  technologies  and 
media,  and  accessible  at  other  outlets,  such  as  kiosks,  out-stationed 
computer  terminals  in  community  colleges,  neighborhood  service 
offices,  JTTA  offices,  and  UI  offices. 

»         Core  intensive  services  require  more  staff  intervention  and  must  be 
provided  at  One-Stop  Career  Center  locations. 

H.   Perfomuncc  Measures 


Performance  measures  will  focus  on  outcomes  related  to  the  iocreased 
benefit  to  the  customers  (both  individuals  and  employers)  and  the 
communities  in  which  the  Center  operates.   Outcome  and  performance 
measures  for  the  individual  programs  (JTPA,  Title  0,  Dislocated 
Workers,  etc.)  will  remain  with  each  prognm. 

General  Prerequisites 

•         Each  center  must  utilize  the  miniminn  technical  standards  which 
guarantee  the  portability  of  State-developed  systenu  and 
applicatioas  (see  National  Labor  Market  Infonnatioa  System, 
Sectioo  n).  The  technology  will  capture  complex  data  which  can 
be  collected  easily  at  all  levels  (Statewide,  local,  individual 
Centen). 
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•  Dau  elemeou  should  be  developed  for  the  Stale,  local,  and 
center  levels.  Custoiners  and  orjanizatioos  often  have  highly 
specific  and  discrete  data  needs  (e.g.,  individual  center 
performance).    Easy-to-use  and  sophisticated  informadoo 
retrieval  systems  should  be  available  universally. 

•  Integrity  of  dau  must  be  raaintained  at  all  levels  to  ensure 
accuracy  and  protect  privacy. 

•  All  data  elements  should  be  designed  to  provide  ongoing 
feedback  so  that  all  processes  in  tbe  One-Stop  system  will  be 
able  to  improve  continuously.   Information  about  quality  and 
innovation  will  be  shared  throughout  the  system  so  that 
benchmarks  can  be  developed  and  best  pnctices  can  become 
widely  known. 

•  Standards  must  be  rigorous,  but  must  also  leflect  local 
demographics  and  resources. 

Career  Center  Standards 

•  Centers  will  be  evaluated  using  a  number  of  Fedeially  designed 
measures.  States  and  WIBs  may  develop  additional  measures  to 
conduct  continuous  self-«valuation  and  quality  improvement. 

•  Measures  may  include: 

o  Ease  of  availability  of  infonnation  for  all  relevant 
programs  through  One-Stop  acceu  points  (seivice 
centers,  kiosks,  etc.). 

o        Comfon  for  all  customen  (disadvantaged,  dislocated, 
studeoa,  empk>yed,  etc.)  irryaiing  tbe  Ooe-Stop  system. 
Equitable  services  for  all  groopt. 

o         Quality  of  lervices  and  customer  satisftctioa. 

o        Variety  and  numben  of  local  oifanizatioiu,  public  and 
private,  paiticipating  in  tbe  network  of  services  to 
customen  through  tbe  One-Stop  Ceoien. 
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o         Involvement  of  past  and  present  customers  in  Center 
activities  (job  development,  peer  support,  etc.). 

o         Innovative  development  of  new  products  and  services  for 
employers. 

o         Outcome  measures  such  as  job  placement  rates  for  those 
customers  who  receive  basic  services  only. 

CHARTERING  ONE-STOP  CAREER  CENTERS 

What  is  s  Charter 

•  A  Charter  is  a  "Seal  of  Approval'  that  signifies  Federal,  State, 
and  local  criteria  have  been  met  for  the  apendon  of  a  One-Stop 
Career  Center.   This  authorizes  the  Center  operator  to  provide 
specific  services  and  receive  funding. 

Entities  Eligible  to  Receive  a  Charter 

•  All  eligible  entities  both  public  and  private,  for-profit  and  noo- 
p.Tjfit,  may  apply  for  a  One-Stop  Career  Center  charter,  in 
accordance  with  procedures  described  below. 

o         Consortia  are  eligible  to  submit  applications  for  charters 
as  a  way  to  build  on  the  differing  expertise  of  existing 
service  providers  and  to  involve  entities  with  additional 
expertise.   (A  consortium  is  any  unit  of  government, 
public  or  private  service  provider,  or  combination  of 
govemmeoial  units  and  service  providers.) 

•  In  each  labor  market  area,  One-Stop  Career  Centers  will  be 
operated  by  ES,  or  consortium  of  which  it  is  a  part,  and/or  for- 
profit  and  non-profit  entities.   All  eligibte  entities  must  meet  the 
chattering  ciiietia. 

o         For  an  initial  phase-in  period,  any  ES  office  (or 

consortium  that  includes  an  ES  office)  that  meets  the 
chattering  criteria  shall  be  chanered.   During  such 
period,  other  entities  meeting  the  criteria  may  be 
concurreiKly  chartered  at  described  below. 
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»  Cbartcrioi  CrttcrU 

The  Depanment  of  Labor  will  publish  the  criteria  for  the  chanering  of 
Centers  in  the  Federal  Re(ister.     The  Dqnrtinett  will  use  a  broad 
consulutive  process  ,  including  written  cocimiems,  focus  groups,  and 
reviews  of  best  existing  business  and  service  practices  to  determine  the 
criteria. 

•         Federal  criteria  for  obtaining  a  charter  to  operate  a  Center 
would  include: 

o         Demonstration  by  eligible  organizatioiu: 

They  can  provide  all  core  services  and  comply 
with  all  other  operating  requirements  including 
labor  market  viability  of  One-Stop  Career 
Centers. 

They  have  wide  customer  access. 

They  can  be  honest  broken  of  education  and 
training  services  for  individual  customers. 

Honest  broker  mans  that  the  entity  must 
demonstrate  that  it  has  established 
procedures  for  referring  One-Stop  Career 
Center  customers  independently  and 
impartially  to  its  ongoing  services;  and 
subsequent  to  award,  it  must  documeat 
'that  it  has  perfoimed  in  an  impartial 
manner. 

niey  can  provide  services  to  diverse  types  of 
customers,  iiKluding  disadvaoiaged,  miaority,  or 
other  haid-to-serve  populatioas.  Eligible  entities 
may  choose  to  focus  services  on  particular  types 
of  customen,  but  may  not  exchidB  any  group 
from  their  service  pUn. 

0        Additioaal  Fedenl  criteria  may  include  such  fifnifnti  u 
indicators  of  past  performance,  fiKility  requiiemcois, 
staff  qualifications,  coordinatioa  and  linkages  with  oitaer 
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prognms  and  service  providen,  mailcetinK  pluu,  and 
financial  management  systems  and  other  elemeoti 
designed  to  ensure  that  the  applicant  has  the  ability  to 
meet  the  general  requirements  described  in  Sectioo  III 
C.  (l)-(5)  'General  Requiremeou.* 

•  Additional  criteria  may  be  established  by  the  Governor  and  by 
the  WIBs  that  reflect  particular  State  and  local  needs.  These 
additional  criteria  must  be  consistent  with  the  Federal  criteria 
and  cannot  be  used  to  reduce  or  eliminate  legitimate 
competitors. 

Who  Issues  the  Charter 

•  The  Department  of  Labor  develops  the  Federal  Criteria. 

•  The  State  shall  oversee  the  chartering  process  to  ensure  that  it 
complies  with  all  Federal  and  State  requirements. 

•  The  local  Workforce  Investment  Board  (see  Governance  section) 
shall  manage  the  chartering  of  One-Stop  Career  Center  opentors 
and  determine  the  number  of  charters  to  be  granted  based  on  a 
labor  market  viability  assessment.  Generally,  this  assessment 
would  ensure' that  customen  would  always  have  a  choice  of  two 
or  more  Center  opentors  and  that  extra  serWce  capacity  is  buih- 
in  for  each  Center. 

o         Subsequett  chartering  will  be  managed  through  the  local 
WS. 

Frequency  of  Chartering 

•  The  Chatter  would  be  granted  by  the  State  and/or  WIB. 

•  The  tenn  of  the  charter  will  be  esttblished  by  the  State  and/or 
WS. 

•  If,  during  the  tern  of  a  chaiter.  an  operator  is  not  achieving 
y^f^\%tr  peiformaoce  or  is  in  violation  of  administntive 
requiremeais,  the  chaiter  wiU  be  levoked  by  d>e  kxal  WIB  in 
coOTdination  with  the  k>cal  elected  official. 
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Fuodinf 


The  Depwtment  shall  deiipi  a  metbod  of  fiindiag  which  enables 
existing  DOL-ftiitded  progTain  doUan  for  core  services  to  be 
available  to  the  One-Stop  Career  Centers.    Coosideration  shall 
be  given  to  allocating  these  resources  in  a  manner  that 
recognizes  both  the  number  of  customers  served  aad  the  quality 
of  services  provided. 

Psiiu:   What  mtlhod  should  h*  lUtd?  Two  options  art  imdirr 
eonsuUmtion.J 

0        Optical:   Under  a  phased-allocatioa  formula,  the  ES  or 
Consortium  of  which  the  ES  is  a  put  will  be  guaranteed 
a  substantial  percentage  of  the  State's  labor  exchange 
resources  which  will  decline  over  the  specified  transition 
period. 

A  smaller  portion  of  labor  exchange  funds  and  a 
portion  of  the  JTPA  Title  II  and  dislocated  worker 
funds  will  be  available  to  icimburse  other 
chanered  operators  based  on  the  number  of 
customers  served. 

At  the  end  of  the  transition  period,  the  ES,  or  the 
Consortium  of  which  ES  is  a  part,   will  compete 
for  its  resources  ~  on  an  equal  competitive  basis  - 
-  with  all  other  chaitered  center  operuon. 

o        Option  2:  A  method  to  aDocaie  ftods  to  Center 
operators  using  a  'base-supplememal/inceffltive 
approach.*  Under  this  approach,  each  chattered  entity 
would  receive  some  initial  aOocatioo  of  reiouim.   TUs 
initial  allocation  would  be  -.upplememed  based  on  such 
focton  as  the  oomber  of  customen  Kived  and  the  quality 
of  services  provided. 

The  U.S.  Employment  Service  shall  conliniie  to  «*ni.iii«>T 
reimbursable  giants  (e.g.,  TITC,  Labor  Cotificttion)  with 
funding  as  provided  for  through  the  BS  Cofl  SeunburaMe 
Gianu. 


AOroST  31,    1993  DRATT  DOCPIlirr 

«3 


237 

Workforce  Invesmeni  Strategy 


J.         TRANSITION  PROVISIONS 

»         Transitioiiiiic  from  Worker  A4Justnieiit  Career  Ceotcn  (WACC'S) 
to  Ooc-Stop  Career  Ceotcn  (OCC'S) 

•  States  initially  will  have  the  option  of  deciding  whether  or  not  to 
apply  for  One-Stop  funds  and/or  waiven  to  establish  One-Stop 
Career  Centers  (OCC's)  at  the  same  time  that  they  set  up  a 
network  of  Workforce  Adjustment  One-Stop  Career  Centers 
(WACC'S)  for  dislocated  woiken.   This  netwoik  of  WACC's 
must  be  in  place  by  July  1995.   If  a  State  decides  it  wants  to 
convert  its  network  of  Workforce  Adjustment  One-Stop  Career 
Centers  to  One-Stop  Career  Cemen  after  this  time,  it  will  have 
to  meet  all  of  the  same  basic  requirements  that  would  have 
applied  if  it  had  decided  to  implement  One-Stop  Career  Centers 
simultaneously  with  the  dislocated  worker  program  (e.g., 
governance  structure,  universal  access,  standard  menu  of  core 
basic  services,  quality  driven  etc.). 

•  Any  competitively  chosen  WACC  openiors  which 
have  met  their  pnformance  objectives  will  be 
automatically  chartered  m  OCC's  for  the 
remainder  of  their  WACC  contrKt  period. 

K.        GOVE3U4ANCE 

A  governance  structure  must  be  in  effect  at  the  Federal,  State  and  local 
level  to  oversee  the  One-Stop  Career  Center  network  and  to  fKilitate 
integration  of  other  programs  that  use  the  centers  and  to  ensue 
developmen*  and  distributioa  of  the  national  labor  maikei  infonnation 
system  products. 

»         Federal  Rota  aod  RatpnadbiBtta 

•  Develop  a  natiooal  k>go  and  name  whkh  wiD  be  used  to  ideaiify 
all  One-Stop  Career  Ceaien  u  pan  of  the  nationwide 
Wotfcforce  Investmem  System.  The  putpoK  of  this  natiooal 
ideotificatioa  is  lo  enable  custooien  to  mote  reodily  ideaiify  aod 
aoceu  Oae-Stop  Career  Ceoien  in  any  Stale  in  any  kxsiiaa. 
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Conduct  program  planning  and  oversight  activities  to  ensure  tbe 
effectiveness  of  the  One-Stop  Career  Center  system  and 
worlcforce  investment  programs. 

Establish  basic  criteria  for  chanering  One-Stop  Career  Centers. 

Esublish  a  system  of  outcome  measuies  and  peiformaoce 
standards  as  a  basis  for  evaluatiDg  tbe  success  of  tbe  One-Stop 
Career  Centen  (See  Sectiott  H). 

o         Prescribe  performance  measures  and  develop  a 

peiformance  standards  approach  relating  to  One-Stop 
Career  Cemen.   Such  measures  shall  be  based  oo 
factors  the  Secretary  deems  appropriate  (see  Section  H). 


o         Regulariy  evaluate  the  effectiveiiess  of  the  measures. 

Provide  Federal  direction  and  technicil  assistance  where  needed 
and  allow  flexibility  at  the  State  and  local  levels  where  possible. 


•  Establish  procedures  and  criteria  for  awarding  granis  to  States 
for  planning  and  implementing  statewide  One-Stop  Career 
Cemer  systems  and  a  process  for  giantiag  waivers  and  other 
strategies  to  remove  barriers  to  effective  program  iniegntioa  at 
tbe  State  and  local  levels. 

•  Executt  a  Partnership  Agreemew  with  eacb  Siae,  local  dected 
ofTkiab,  and  each  Cemer  receiviBg  a  giaai  or  waiver  to 
describe  rcipotisipiiitiei  at  each  tevd  or  yyerniiwiii  to  support 
tbe  delivery  of  high  quality  services  to  COMr  caflomen. 

Govamor/Slitt  Sohi  and 

•  In  GOBjiraciioii  wiib  local  bodies  and  wpujemailwt,  tha 
GoveiDor  csiaWishts  a  Statewide  nctvoifc  of  One-Stap  Career 


•  TViigiiMt  a  Smt  ageacy  lo  raodvt  FidenI  todi  fcr  Oiic-Stap 
Career  Ceaen  and  to  ovdiia  dia  Hiwoik  of  OM-Stqp  Caitar 
Ceiuen  estabfisbed  in  tba  i 


aOOOST  31.    1»»}  OMTT 

«s 


239 


Vorkforct  Invtsmeni  Straiegy 


Establish  ao  approach  for  funding  One- Stop  Career  Center  core 
services,  including  the  process  for  accessing  funds  under  JTPA, 
worker  adjustment  progivn,  and  ES  for  services  provided 
through  the  One-Stop  system  ai  the  substate  area  level. 

Designate  labor  maricet  areas  for  the  State  (in  conjunction  with 
local  elected  ofricial(s))  which  shall  be  the  basis  for  the  local 
WIB's  jurisdiction  and  the  area  within  which  One-Stop  Career 
Centers  will  be  chaitered.   Labor  market  areas  designated  for 
the  worker  adjustment  prograin  shall  also  constitute  tbe  labor 
market  areas  for  tbe  One-Stop  Career  Centers. 

Certify  that  tbe  Workforce  Investment  Board  meets  all  State  and 
Federal  requirements. 


Serve  as  the  focal  point  to  collect  and  distribute  new  labor 
market  information,  including  information  on  customer 
satisfaction  and  on  performance  of  education  and  training 
providers  in  the  labor  market  areas. 

o         FoUow  tbe  procedures  established  under  the  worker 
adjustment  program  for  the  publication  of  such 
information  and  the  disqualificatioo  of  service  providers 
that  do  not  comply  with  taw,  refuse  to  provide  accurate 
and  timely  informatioo,  or  ful  to  meet  minimum 
performance  standards. 

o         Establish  a  process  to  appeal  such  disqualificatioa. 

Establish  performance  standards  for  each  Federally  established 
measure.   States  may  develop  additional  statewide  measures  and 
standards. 

o        Obtain  tbe  data  that  are  necessity  for  tbe  developmeat  of 
such  standards. 

o        Implement  initial  standards  oo  later  than  one  year  after 
implemeatatioa. 

RwiMit*!  a  syoem  to  ovenee  tbe  chaiteiing  of  local  Ceoier 
operators,  inchidliii  additioBa]  criteria  fbr  Ceoler  sdectioa  and 
chartering  to  reflect  specific  Sttte  requireaieatt  aitd/or 
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recognition  of  diversity  of  local  labor  martos.   These  criteria, 
however,  may  only  augment,  and  not  substitute  for,  tbe  criteria 
for  chanering  required  by  Federal  law  and  icfulations. 

•  Provide  general  ovenight  and  technical  assistance,  including 
capacity-building,  to  tbe  One-Slop  Career  Center  system  to 
ensure  that  quality  services  are  being  delivered  within  the 
statewide  network. 

•  Enter  into  a  Partnership  Agreement  with  DOL,  local  elected 
officials,  and  the  Centen  which  describes  roles,  reqwnsibilities, 
and  expectations  for  each. 

•  Establish  a  Human  Resource  Investmeot  Council  (HRIQ  to 
direct  the  development  and  implementation  of  a  statewide 
workforce  development  strategy. 

[NOTE:   UruUr  eumni  JTPA  law,  Covtnua  an  eneoumgtd, 
but  not  Ttquirtd,  to  establish  BRICs.J 

Local  Roles  and  Responsibilities 

•  A  Paitnenhip  Agreement  between  DOL,  tbe  State,  and  local 
elected  officials  will  be  developed  which  describes  tbe  support 
to  be  provided  to  the  Centers,  the  responsibilities  of  each  party, 
and  the  expected  outcomes. 

•  Local  elected  official(s)  shall  esublish  a  Workforce  Investment 
Board  (WIB)  for  each  labor  market  area. 

•  The  membership  of  the  WIB  is  to  be  dnwn  from  business,  labor 
organizations,  education  and  training,  local  goveramem,  and 
other  interested  paities. 

•  Tbe  WIB  is  lespoosible  for  broad  strategic  planning  and 
oversight  for  DOL  funded  and  other  Fedenl,  state,  and  local 
workforce  development  programs  operating  in  the  area.   The 
WIB  will  serve  as  tbe  key  agent  in  a  labor  market  to  idetxify 
training  needed  for  Jobs  in  demand  occupatiops,  jobs  of  tbe 
fiiture,  and  to  ensure  that  unnecessary  training  is  not  oocuning. 
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The  WIB  will  have  an  iadepeodeat  suff  to  help  carry  out  these 
activities.   The  board  is  not  inteaded  to  carry  out  opentionai, 
daily  management  fiioctioiu. 

Pssue:  Should  the  board  havt  tht  JUxtbQity  to  assum* 
operational  responsUrititusTJ 

The  WIB  will  guide  Depanmem  of  Labor-fuoded  employmeot 
and  training  programs  (excluding  UI),  develop  a  local  Customer 
Service  Plan  (CSP),  determine  the  number  and  location  of  the 
centers,  and  establish  quantifiable  program  outcomes  consistent 
with  Federal  and  State  guidelines. 

The  WIB  is  responsible  for  establishing  a  quality 
assurance/customer  feedback  mechanism  for  each  center  through 
which  candid,  unfUtered  customer  feedback  may  be  obtained. 
This  shall  include  the  establishment  of  customer  service  panels 
for  each  center  which  will  provide  infonnatioo  and  feedback  on 
the  representatives  experiences  at  the  center  and  the  quality  of 
services  delivered  by  the  center.   It  may  also  include 
mechanisms  such  as  focus  groups  or  surveys. 

o         Panel  membership  should  reflect  halanrwl  representatioa 
of  center  customers,  including  worken,  students, 
unemployed  persons,  and  employers.  Panel  membership 
may  not  iiKlude  anyone  engaged  in  or  having  a  financial 
interest  in  the  provision  of  employment,  training,  or 
educatioo  services. 

o         WIBs  replace  separate,  govetniag  bauds  at  the  kxal 

level  for  at  least  DOL  funded  programs,  e.g.,  JTPA,  ES, 
EDWAA. 

The  WIB  may  establish  additioaa]  critem  for  Ceaier  cbaiteriag 
which  reflect  special  recognitioo  of  particular  local  labor  market 
needs  and  reiiuiitmeiKs.   Theie  aiteiia.  iwwwer,  canaot  annul 
or  dihiie  pre%ioiuly  specified  Fedenl  or  StMe  cnteriL 
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L.        WATVERS 

»         Ai  the  Governor's  request,  the  Secretary  of  \jbot  may  waive  any  law 
or  pan  thereof,  or  refutatjoo  or  pan  thereof,  except  as  provided  below, 
applicable  to  any  profram  administered  by  the  Departmem  of  Labor, 
Eniployment  and  Training  Administratioo,  which  is  included  in  the 
One-Stop  Career  Centers. 

•  If,  and  otily  to  the  extent  that,  the  Secretary  determines  thai 
such  requirement  impedes  the  ability  of  the  State  to  carry  out 
the  purpose  of  this  Act 

•  If  the  State  has  waived,  or  agrees  to  waive,  similar  requirements 
of  Slate  law. 

•  If  the  State  has  met  all  the  requirements  of  the  Act  and 
implementing  regulations. 

»         The  Secretary  shall  act  promptly  on  any  waiver  request. 

»         Waiven  would  not  be  approved  to  change  the  purposes  or  gpals  of  the 
affected  programs,  alter  individual  eligibility  requirements  for  program 
panicipants,  modify  the  allocation  of  program  fUnds  to  State  or  substate 
areas,  or  alter  any  law  with  i«gan)  to  public  beillb  or  safety,  civil 
rights,  occupational  safety  and  beahh,  or  environmeotal  proiectioa. 

[Issu*:  Should  waivtr  asthority  btfiudur  nttrieud  -  JTPA  TU*  U 
minimum  ttfuinmtnts  ofnaMni  Ik*  hari-to-ttnt,  orpngram 
^eifle  ptifonmwut  Oaulartbf  Ettumtntion  of  sptt^/U  tumuory 
provisions  to  bo  inrhultd,  JTPA,  Woffur-Hytar,  tte.T  Should Ihtn 
b«  a  not-to-txe—d  timo  UmH  for  Ou  waitor  pofiod?  Should  tha 
StcnUuy  rtstrvt  th*  right  to  UrminaU  iho  wahtrTJ 

M.       ADMINISTRATIVE  PROVISIONS 

Under  developmeaL 
N.       AUTHORIZATION  AND  ALLOTMENT  OF  FUNDS 

»        Under  devetopmett. 
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SECTION  IV 

NATIONAL  LABOR  MARKET 

INFORMATION  SYSTEM 


A.   STATEMENT  OF  PURPOSE 

»         The  Secretary  is  authorized  to  develop  and  impletneitt  a  coherent 

national  labor  marlcet  and  occupational  information  strategy  that  meets 
the  needs  of  American  employees,  workers,  students,  and  other  job 
seekers. 

»         Tlie  Secretary  is  authorized  to  use  funds  available  under  this  Act  as 
well  other  appropriated  funds  to  develop  and  implement  this  system. 

»         The  National  Labor  Market  Infoimatioa  System  under  the  Workforce 
Investment  Strategy  builds  on  existing  products  and  capabilities  at  the 
Federal.  State  and  local  levels.  The  approach  wiU  ensure  that  labor 
market  information  products  are  widely  collected,  distributed,  and 
continually  updated  and  are  newly  devekiped  as  necessary.  The 
Depaitmem  of  Labor  will  auist  the  developmea  and  implementation  of 
dau  collection  and  analysis  of  labor  statistics  and  occupatioBal 
itJbrmation,  and  identi^  technology  which  is  beneficial  in  the 
organization,  dissemination  and  use  of  these  data. 

*         This  initiative  will  utilize  proven  and  emerging  technologiet  and 

computer  appUcatkms  to  cooveit  informatioa  into  customer-Meadly  and 
self-service  toots.  These  tools  will  be  made  available  to  both  customen 
and  staff  in  Wofkforce  Adjustmeat  Ceaien  and  One-Stop  Caner 
Centers. 

»         The  Secreiaiy  is  authorized  to  identify  the  labor  maiket  infoimatioB 
networking  requiiemeots  of  and  trrhniral  staadudi  for  the  Woikfoice 
Adjustmeat  Career  Centers  and  One-Stop  Career  Ceoien. 

»        The  Secreniy  will  connk  with  other  Fedenl  agencies  as  appropriatt, 
to  coordinaie  the  ictivkiea  deiCTibed  in  dus  Section  with  oifaer  lelevaat 
institutes,  centers,  ckaringhouies,  and  disirnilntfk»  aetwoiks  with  a 
capability  and  interest  in  providisg  quality  lai»r  maiket  iaAMBHtion  to 
job  seeken  and  employefs. 
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B.   FUNDING 


National  grants  under  this  initiative  will  be  provided  to  State  and  local 
areas  and  other  entities  for  enhancing  current  systems  and  developing 
improved  labor  market  applications.   The  Department  will  utilize  funds 
from  both  the  One-Stop  and  Worker  Adjustment  Career  Center 
initiatives  to  improve  the  scope  and  quality  of  all  information  products 
as  .well  as  from  other  available  DOL  fund  sources. 

The  Secretary  is  authorized  to  enter  into  contracts,  interagency 
agreements,  or  memoranda  of  undetaanding  with  private  corporations 
and  Federally-fiioded  national  laboratories.   These  arrangements  should 
expedite  the  implementation  of  the  National  Labor  Market  Information 
System  by  providing  technical  assistance,  developing  prototypes,  and 
creating  open-system  models. 

The  Department  will  also  identify  other  Federal  fund  sources  (e.g., 
Depanments  of  Educations  and  Defense)  which  currently  support  -  or 
may  augment  -  the  National  Labor  Market  Information  System. .  Most 
significant  new  LMI  investments  will  build  on  existing  Bureau  of  Labor 
Statistics  programs  (grated  by  the  State  Employmem  Security 
Agencies  as  weO  as  the  proAictt  and  systems  of  the  National 
Occupational  Information  Coordinating  Committee  (NOICQ  and  the 
Sute  Occupational  Information  Coordinating  Comminrrt  (SOICC). 

SYSTEM  CHARACTERISTICS 

The  Secretary  will  defiae  the  maior  elemenu  of  the  Natioiial  Labor 
Market  Infonnation  System  and  the  general  results  needed  to  eosuie 
customer  acceu,  cbtMce,  aixl  decisioD-making  c^Mbility.  State  and 
local  labor  market  areas  will  have  m««iim.m  fUmihiihy  to  tailor  tbeae 
producu  and  services  to  best  meet  their  cusuaer  expresnd 
requirements.   Fedenl  and  State  elemenu  win  iadude  labor  tnaritet 
infnmminw  pubUcatkMH,  fi'wUfnii  of  publk  aoccsi  dtta  buaa, 
infbrmatiofl  yecifkatkini  and  standanb  for  die  unilti-meifia  kknla  to 
ensure  consisieacy  within  and  acron  State  bouaduks. 


»        The  Secretaiy  wiD  set  foith  the  necessaiy  miiiMMim  techaical 

(deluding  opeo-syflHD  arcliiiectuR  ywificaliot  and  cuma  ANSI, 
CTTT  and  ISO  sandanb)  in  onkr  to  piiriiMw  iha  pofUbiHty  of 
or  local-devtioped  labor  oaitat  iafoinaliaa  syfltan  and  nr'fTiitiTit 
which  have  poirmial  benefit  tor  cuflomen  in  oifatr  Stan. 

wat»T  31.  i»»i  vurt 

SI 
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Wori^orct  Invesmeru  Strategy 


The  Secreuiy  will  provide  technical  assisonce  (througb  private 
contncton,  national  laboiatories,  NOICC,  and  SOICCs)  to  State  and 
local  staff  in  the  implemematioa.  expansion  and  quality  improvemeni  of 
this  system. 

The  following  major  eleroenu  will  be  produced  through  the  Natioaal 
Labor  Market  Infonnadon  System: 

•  High  quality  State/local  labor  maifcel  and  occupatioaal 
information; 

•  Information  on  the  local  economy;  available  job  oppoilunities; 
and,  available  empfoymem  and  training  progiuu  and  services; 

•  Eligibility  requirements  for  prognms  and  services; 

•  Consumer  reports  on  the  local  educatioa  and  training  service 
providers; 

•  Customer  satisfKtion  surveys; 

•  Automated  eligibility  screening  systems;  and 

•  Automated  job  banks. 


ADOnST  31,    1»»3  B«*fT  OOCIMBfT 

53 


246 


Wortforce  Invesimeni  Strategy 


SECTION  V 
ADDITIONAL  PROVISIONS 


WARN  AiiiCD<liiMfit 

•         The  Worter  Adjustment  and  Retnining  Notifiauioa  (WARN) 
Act  would  be  amended  to  lower  the  threshold  that  requiies  an 
employer  to  give  advance  notice  for  a  mast  layofT.   Giange 
threshold  to  eliminate  the  one-thiid  requirement  and  require 
notice  of  any  layoff  of  SO  or  more  wotfcen. 

(NOTE:  Currtnl  law  lrtu*n  'mau  lafofT  notifitadon  wktu 
then  it  an  employment  lou  at  a  tingle  tiu  ofemplojwunt 
during  any  30-day  period  of  33  percent  offiiO-time  employees 
and  at  lean  SO  workers,  or  of  at  least  500  employees. 
Abematives  are  to:  (1)  eliminau  the  one-third  rtqiditmmt  and 
lower  the  threshold  to  2S  workers  laid  off  in  any  fadSty 
(Senator  Metunbaum  't  and  Congressman  Ford's  proposals); 
retain  the  one-third  and  SO  workers  requirement  and  reduce 
the  SOO  employees  threshold;  or  (3)  reduce  the  percentage  so 
that  many  large  layoffs  are  not  WARS-exanptJ 

Transition  provbions,  ioduding  extensioa  and  phase-out  of  TAA 

Effective  Date.  Repealers. 

Amendments  to  other  Acts. 


ADGUST  31,    19»1  i»»-  tu^il^^^. 
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CHAIRMAN  CONYERS'  FOLLOWUP  QUESTIONS  -  DR.  ROBERT  REISCHAUER 

I.  IMPACT  ON  PUBLIC  SECTOR  ACTIVITH-S 

1.  You  tastified  that  NAFTA  will  provide  net  economic  gains  for  all  three 
countries. 

In  what  industries  do  you  anticipate  job  loss? 

Are  there  regions  of  the  country  that  will  experience  disproportionate 
job  loss  or  wage  reduction? 

Are  there  ethnic  or  minority  groups  that  will  disproportionately 
experience  job  loss  or  wage  reduction? 

What  does  your  analysis  tell  you  about  the  capacity  of  those  groups  to 
recover  from  the  effect  of  NAFTA? 

2.  President  Clinton  has  indicated  that  the  NAFTA  implementing  legislation  will 
include  provisions  for  comprehensive  worker  adjustment  assistance.  The 
Administration  has  also  committed  to  seeking  additional  environmental  funding 
to  clean-up  specific  sites  and  for  infrastructure  improvement. 

What  will  these  programs  cost?   How  will  they  be  financed? 

If  certain  regions  of  the  country  and  certain  population  groups  are  most 
likely  to  face  job  loss  or  wage  reduction,  isn't  it  true  that  in  those  same 
regions  or  groups  there  will  be  a  corresporKling  loss  of  tax  revenues? 

Won't  this  loss  of  tax  revenues  effect  the  quality  and  quantity  of  public 
services? 

3.  NAFTA  critics  anticipate  that  claims  for  unemployment  will  rise  and  additional 
demands  for  job  retraining,  and  health  and  aodai  services  will  fall  to  a  public 
sector  wHh  sharply  depleted  resourcea. 

l-low  do  you  respond  to  this  criticism? 
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Congressional  Budgbt  Offk:e 

U.S.  Congress 
Washington.  DC  20515 


Robert  D.  Reischauer 
Direcun 


August  19,  1993 


Honorable  John  Conyers,  Jr. 

Chairman 

Subcommittee  on  L^slation  and 

National  Security 
Committee  on  Government  Operations 
U.S.  House  of  Rq)resentatives 
Washington,  D.C.  20515 

Dear  Mr.  Chairman: 

Enclosed  are  responses  to  the  additional  questions  you  recently  submitted 
to  the  Congressional  Budget  Office  to  be  included  in  the  official  record  of  the 
hearing  before  your  Subcommittee  on  July  27,  1993. 

If  I  may  be  of  further  assistance,  please  let  me  know. 

Robert  D.  Reischauer 
Enclosure 

cc:       Honorable  Alfred  A.  McCandless 
Ranking  Minority  Member 
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1.  You  testified  that  NAFTA  will  provide  net  economic  gains  for  all  three 
countries. 


In  what  industries  do  you  anticipate  job  loss? 

On  balance,  NAFTA  would  provide  net  economic  gains  for  all 
three  countries,  but  the  agreement  would  necessarily  cause  some 
reallocation  of  resources  within  each  country.  Net  economic 
gains  cannot  be  realized  unless  such  adjustments  are  made- 
labor  and  capital  must  be  shifted  from  less  profitable  to  more 
profitable  uses.  The  reallocation  of  resources  in  this  country 
would  not  be  massive,  but  industries  making  intensive  use  of  low- 
skilled  labor-particularly  those  that  are  now  protected  by 
substantial  tariffs  or  import  restrictions-could  experience  losses. 
Even  where  change  is  anticipated,  the  results  are  likely  to  be 
mixed  within  individual  industries.  Of  the  industries  that  CBO 
examined  in  greater  detail,  the  apparel  industry  may  register  a 
net  loss  of  jobs,  but  that  loss  would  probably  be  small. 

As  stated  in  CBO's  testimony,  it  is  important  to  keep  in  mind 
that  with  or  without  NAFTA,  low-skilled  workers  in  the  United 
States  will  continue  to  face  competition  from  low-wage  workers 
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in  other  countries.  Without  NAFTA,  some  low-skilled  workers 
in  the  United  States  might  be  granted  a  small  and  temporary 
reprieve,  but  technological  change  and  the  competitive  forces 
that  drive  the  U.S.  economy  would  continue  to  apply  pressure. 
Moreover,  U.S.  workers  in  firms  that  are  already  oriented 
toward  providing  goods  and  services  to  Mexico  could  find 
themselves  in  jeopardy  if  NAFTA  were  not  carried  out. 


o  Are    there    regions    of   the    country    that    will    experience 

disproportionate  job  loss  or  wage  reduction? 

CBO  has  no  basis  for  estimating  the  effect  of  the  agreement  on 
particular  regions. 


o  Are  there  ethnic  or  minority  groups  that  will  disproportionately 

experience  job  loss  or  wage  reduction? 

Workers  with  less  than  a  high  school  diploma  are  probably  more 
vulnerable  to  job  loss  than  other  workers,  and  this  group 
includes  a  disproportionate  number  of  African-Americans  and 
individuals  of  Hispanic  origin. 
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o  What  does  your  analysis  tell  you  about  the  capacity  of  those 

groups  to  recover  from  the  effect  of  NAFTA? 

African-American  workers  displaced  during  the  1980s  had  a 
slightly  more  difficult  time  finding  comparable  new  jobs  than 
other  workers  displaced  during  that  decade.  One  to  three  years 
after  losing  their  jobs,  about  63  percent  of  African-American 
workers  were  working  again,  compared  with  75  percent  of  other 
displaced  workers.  Among  displaced  workers  who  found  new 
jobs,  however,  African-Americans  were  no  more  likely  than 
others  to  be  earning  significantly  lower  wages. 

Among  just  those  workers  who  might  lose  their  jobs  because  of 
NAFTA,  it  is  difficult  to  say  whether  members  of  a  particular 
ethnic  group  or  minority  would  fare  worse  than  other  workers. 
As  with  those  who  lose  jobs  for  other  reasons,  we  would  expect 
that  members  of  a  particular  group  would  fare  worse  to  the 
extent  that  they  were  less  educated  or  had  less  training  than 
other  workers. 
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2.  President  Clinton  has  indicated  that  the  NAFTA  implementing  legislation 
will  include  provisions  for  comprehensive  worker  adjustment  assistance.  The 
Administration  has  also  committed  to  seeking  additional  environmental 
funding  to  clean-up  specific  sites  and  for  infrastructure  improvement. 


What  will  these  programs  cost?  How  will  they  be  flnanced? 

In  the  absence  of  a  specific  legislative  proposal,  CBO  cannot 
estimate  the  cost  of  programs,  nor  can  it  predict  the  methods 
that  would  be  used  to  finance  such  programs. 


If  certain  regions  of  the  country  and  certain  population  groups 
are  most  likely  to  face  job  loss  or  wage  reduction,  isn't  it  true 
that  in  those  same  regions  or  groups  there  will  be  a 
corresponding  loss  of  tax  revenues? 

CBO  recognizes  that  some  U.S.  workers,  firms,  and  communities 
would  undoubtedly  experience  painful  adjustments  and  losses, 
but  has  no  basis  for  estimating  the  effect  of  NAFTA  on  state  and 
local  tax  revenues.  Even  when  a  particular  locality  or  state  faces 
a  contraction  in  a  specific  firm  or  industry,  there  may  be  a 
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concurrent  increase  in  the  activity  of  another  firm  or  industry  in 
that  area.  Consequently,  the  net  effect  on  tax  revenues  is 
unclear. 


o  Won't  this  loss  of  tax  revenues  efTect  the  quality  and  quantity  of 

public  services? 

CBO  has  no  basis  for  estimating  the  effect  of  the  agreement  on 
the  quality  and  quantity  of  public  services  provided  at  state  and 
local  levels.  As  noted  above,  this  will  depend  upon  a  number  of 
factors,  including  the  net  change  in  economic  activity  and  the 
nature  of  as-yet-unspecified  federal  programs. 
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3.  NAFTA  critics  anticipate  that  claims  for  unemployment  will  rise  and 
additional  demands  for  job  retraining,  and  health  and  social  services  will  fall 
to  a  public  sector  with  sharply  depleted  resources. 


How  do  you  respond  to  this  criticism? 

On  balance,  CBO  expects  NAFTA  to  increase  total  income, 
employment,  and  earnings  in  the  United  States.  Although 
spending  for  unemployment  insurance  and  other  benefits  would 
rise  for  workers  who  lost  their  jobs,  it  would  fall  for  workers  who 
gained  from  NAFTA.  We  have  no  basis  for  concluding  that 
there  would  be  a  net  increase  in  unemployment  insurance  claims 
attributable  to  NAFTA. 
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CHAIRMAN  CONYERS'  FOLLOWUP  QUESTIONS  -  MS.  LINDA  CHAVEZ-THOMPSON 


I.  IMPACT  ON  PUBLIC  SECTOR  JQHS  AMD  SgR\/lffg![} 

1.  Administration  witnesses  point  to  provisions  in  the  sgrasment  that  preclude 
the  downward  harmonization  of  standards. 

How  do  you  respond  to  this  testimony? 

2.  We  have  heard  in  testimony  that  NAFTA  will  provide  net  economic  gains  for 
ail  three  countries. 

How  do  you  respond  to  this  testimony? 

-  In  what  industries  do  you  anticipate  job  loss? 

-  Are  there  regions  of  the  country  that  will  experience  disproportionate 
job  loss  or  wage  reduction? 

-  Are  there  ethnic  or  minority  groups  that  will  disproponionately 
experience  job  loss  or  wage  reduction? 

-  What  does  your  analysis  tell  you  about  the  capacity  of  those  groups  to 
recover  from  the  effect  of  NAFTA? 

3.  The  Congressional  Budget  Office  reports  potential  budgetary  costs  related  to 
NAFTA  resulting  from  Increased  expenditures  for  worliers  who  may  lose  their 
jobs  as  a  result  of  the  agreement. 

What  is  your  assessment  of  the  costs  to  the  U.S.  government? 

4.  President  Clinton  has  indicated  that  the  NAFTA  implementing  legislation  will 
include  provisions  for  comprehensive  worlter  adjustment  assistance.  The 
Administration  has  also  committed  to  seeking  additional  environmentti  funding 
to  ciean-up  specific  sites  and  for  Infrastructure  Improvement. 

-  What  should  a  comprehensive  worker  adjustment  program  look  like? 

-  If  certain  regtons  of  the  country  and  certain  populatkm  groups  are  most 
likely  to  face  job  kws  or  wage  reduction,  isn't  it  true  that  in  those  same 
regk>ns  or  groups  there  will  be  a  corresponding  toss  of  tax  revenues? 

-  IHow  specifically  will  this  loss  of  tax  revenues  effect  the  quality  and 
quantity  of  public  services? 

5.  You  testified  that  tlia  proviston  of  new  puMte  services  and  the  expanston  of 
existing  programs  will  be  almost  prohibited  under  NAFTA. 

-  What  language  in  ttm  agreement  prohibits  the  creatton  or  expanston  of 
publto  services? 

How  will  this  effect  the  Administratton's  health  care  reform  goals? 
CouMn't  it  also  have  an  impact  on  distocated  workers  assistance 
programs? 
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American  Federation  of  State,  County  and  Municipal  Employees,  AFL-CIO 

1625 1  Streel.  N.W,  Washington,  O.C  2003«-S6a7 

Telephone  (202)  429-1000 

TeleiS9-2376 

Faoimile  (202)  429- 1 293 

TDO(202)6S9-«44« 


CcfddW.McfiHM 


watanLucy 
SKTHaryTnaumf 

DomMcl.  BaiMato 
New  BritMn.  Conn. 


CUcvaOl 


November  3,  1993 


)o«ephM.Bo(uvfta 
Softoa  Alass. 


The  Honorable  John  Conyers 

Chairman 

Committee  on  Government  Operations 

U.S.  House  of  Representatives 

Washington,  DC.  20515 


ootscaonconrfo      Dear  Mr.  Chairman: 

NtwVai*.N.r. 


CloriaCCobbin 
DctmitMkh. 

S(niti«iM.Ciilni 
Chiata.llL 

MbCTtA.Diop 
NcwHi>t.N.K 

DvmyOonohue 

Allany,N.Y. 

Wmint  t  Endsify 
Columbui,  Ohio 

SUflfeyWHiH 

Nn.Vti(t,N.K 

Carolyn ).  Hofcnes 
WiOumstown,  NJ. 

WKKainS.  Hudson,  |r. 
Sykesvine,  Md. 

Noodle  P.  lordan 
OrfandaFb. 

EdwKdlKdln 
Hani%bur^  Pi. 

loccph  E.  McOermon 

Albany,  N.r. 

OonaMCMcKm 
Des  Moines,  lowt 

GaryMoofe 
OlynifWi.  IVbA. 

MichadDMufnliy 
AtadboaWis. 

Henn  Nicholas 
HtiUMiMt.P^ 

DimdlLCHuta 
Honolulu,  Hawaii 

Geone  E.  Popyadi 
S^noolCalK 

foseplt  P.  Puma 
Albtny,N.r. 

Michael  E.Rhyncs.Sr. 
IndEan^Mi^  fnd 

loseph  P  Rusola 
Columbus,  Ohio 

Kathyl.Sadkman 
Pomona,  CjUf. 

BurtwnanO.  Smith 
fhilidelf>hia.Pa. 

LafTYR.Smi«h 
east  tansin^  Mich. 

Linda  ChavcZ'Thompson 
SanAnftNMa  lex. 

Cai<andW.\Mcbb 
StonRouge^La. 


The  following  remarks  are  made  in  response  to  the  follow-up 
questions  pertaining  to  testimony  which  Ms.  Linda  Chavez-Thompson  gave 
on  the  "Impact  of  NAFTA  on  the  Public  Sector"  before  the  Legislation  and 
National  Security  Subcommittee  of  the  Committee  on  Government 
Operations. 

In  AFSCME's  judgement,  the  Administration's  claims  that  the 
agreement  will  preclude  the  downward  harmonization  of  standards  and 
will  provide  net  economic  gains  for  all  three  countries  are  not  based  on 
any  hard  evidence.    I  refer  to  the  Joint  Economic  Committee's  QEC) 
analysis  of  the  models  used  by  NAFTA  proponents  to  make  their  claims. 
The  JEC  concludes  diat  these  are  based  on  unworldly  assumptions  such  as 
full  employment  and  no  shift  of  investment    The  JEC  concludes  that  the 
depression  of  wages  is  likely  to  average  1384  per  worker. 

NAFTA  proponents  claim  that  free  trade  will  create  higher  wage  jobs 
for  U.S.  workers  because  Mexican  workers  will  take  jobs  at  the  lower  end 
of  the  skill  ladder  while  American  workers  will  move  up  to  better  paying 
jobs.    Once  again,  there  is  no  evidence  to  support  this  claim. 

An  examination  of  the  average  hourly  wages  for  production  workers 
in  those  industries  which  are  running  a  current  trade  deficit  with  Mexico 
reveals  that  the  jobs  being  lost  are  high,  not  low,  wage  manufacturing 
jobs.    Wages  in  these  industries  range  from  S8.30  in  textile  and  apparel  to 
116.30  in  electricity  transmission,  with  hourly  wages  in  six  of  the  nine 
industries  averaging  over  S12  per  hour.    Historically,  those  who  lose  jobs 
from  imports  are  likely  to  get  reemployed  at  lower  wages  when  they  can 
find  a  job  at  all. 

Initial  claims  of  big  job  gains  were  based  on  the  predictions  of 
economic  models  using  assumptions  which  failed  to  reflect  the  economic 
reality  of  the  three  countries  or  the  actual  content  of  the  agreement  itself. 
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Hon.  John  Conyers 
Page  Two 


These  "other  worldly"  assumptions  included  full  employment,  investment 
made  in  Mexico  would  not  be  diverted  from  investment  made  in  the  U.S., 
and  that  consumers  will  prefer  products  produced  in  their  own  country 
regardless  of  cost 

It  is  important  to  note  that  the  comparable  models  that  the  U.S. 
International  Trade  Commission  relied  on  to  predict  the  outcome  of  the 
Canada-U.S.  Free  Trade  Agreement  proved  notoriously  incompetent.    In 
fact,  a  random  prediction  of  job  gains  or  losses  by  industry  would  have 
performed  better  than  the  economic  models  did  in  the  two-and-a-half 
years  following  implementation  of  the  Canada-U.S.  agreement. 

After  several  tries  to  come  up  with  estimates  of  big  job  gains  by 
using  various  economic  models,  the  U.S.  International  Trade  Commission 
issued  a  final  report  on  NAFTA  which  concluded  that  total  employment 
with  the  agreement  would  gradually  rise  -  listen  carefully  -  by  up  to  eight 
hundredths  of  one  percentage  point  in  the  United  States. 

More  recendy,  NAFTA  proponents  have  abandoned  the  economic 
models  and  argued  that  NAFTA's  net  impact  on  jobs  should  be  measured 
by  the  size  of  the  U.S.  trade  surplus  with  Mexico.    For  example,  the  most 
widely  circulated  pro-NAFTA  study  by  economists  Gary  Hufbauer  and 
Jeffrey  Schott  predicts  that  NAFTA  will  create  170,000  net  new  jobs  in  the 
U.S.  by  1995,  although  the  U.S.  will  suffer  a  small  net  job  loss  of  about 
5,400  jobs  when  trade  eventually  balances  between  the  U.S.  and  Mexico. 
Furthermore,  Hufbauer  and  Schott  now  tell  us  that  150,000  of  the 
projected  170,000  jobs  have  already  been  created.    That  leaves  us  with  an 
estimated  future  gain  of  only  20,000  jobs! 

However,  once  again  it  is  necessary  to  question  the  assumptions 
which  Hufbauer  and  Schott  use  to  predict  even  a  medium  term  job  gain. 
Like  earlier  economic  models,  this  forecast  is  based  on  the  assumption 
that  Mexico  will  receive  massive  increases  in  foreign  investment,  but,  that 
the  investment  diverted  from  the  U.S.,  which  supplies  the  bulk  of  foreign 
investment  in  Mexico,  will  not  cause  any  U.S.  job  loss.    They  also  assume 
that  the  U.S.  trade  surplus  with  Mexico  will  double  between  now  and 
1995. 

Both  assumptions  are  highly  unlikely.    Much  of  the  U.S.  surplus 
with  Mexico  comes  from  the  Mexican  peso's  overvalue  relative  to  die 
dollar.   When  the  peso  fiills,  it  will  shrink  die  U.S.  trade  surplus.   Another 
reason  that  the  current  trade  surplus  with  Mexico  cannot  last  is  apparent 
from  examining  the  composition  of  that   surplus  -  85  percent  is  in  capital 
goods.    Mexican  producers,  many  of  them  U.S.  based  firms,  are  now 
importing  machinery  and  equipment  so  that  Mexico  can  develop  the 
productive  capacity  to  export  consumer  goods  back  to  the  U.S.,  not  for  the 
Mexican  market. 
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Hon.  John  Conyers 
Page  Three 

Mickey  Kantor,  the  U.S.  Trade  Representative,  has  also  used  job 
estimates  loosely.    Kantor  has  stated  that  trade  with  Mexico  currendy 
supports  700,000  jobs;  diat  NAFTA's  passage  will  create  an  additional 
200,000  jobs  and  conversely,  NAFTA's  defeat  will  lead  to  a  loss  of  400,000 
jobs.    These  claims  are  misleading  because  they  represent  jobs  supported 
by  total  or  gross  exports  to  Mexico  rather  than  net  exports  which  is 
exports  minus  imports.   While  some  workers  are  employed  in  producing 
exports  to  Mexico  others  have  lost  their  jobs  because  of  imports  from 
Mexico,  which  have  been  on  a  sharp  ascent  since  1987.    Similarly, 
Kantor's  predictions  of  specific  job  gains  or  losses  linked  to  NAFTA's 
future  are  based  on  unreliable  estimates. 

Even  now  the  U.S.  is  running  a  trade  deficit  with  Mexico  in 
practically  every  major  category  of  consumer  goods.    Over  the  past  three 
years  our  trade  deficit  with  Mexico  has  grown  in  the  following  areas: 
automobiles  and  trucks;  textiles  and  apparel;  household  glassware; 
ceramic  floor  and  wall  tiles;  major  household  appliances;  electronics  and 
computers,  flat  glass  products,  petroleum  and  natural  gas;  and  electricity 
transmission. 

Estimates  of  probable  job  losses  by  economists  'vdio  are  not  NAFTA 
supporters  have  gone  as  high  as  one  million.   While  no  one  can  predict 
the  exact  number,  there  is  agreement  that  there  will  be  substantial  losses 
especially  in  some  industries  and  some  regions  of  the  country.    And,  using 
Canada  as  a  test  case,  the  predictions  of  big  job  gains  turned  into  a  reality 
of  big  job  losses. 

Mexico's  consumer  market  is  between  four  and  five  percent  of  the 
U.S.  market  and  too  small  to  have  an  appreciable  impact  on  U.S.  exports. 
It  is  just  not  credible  for  U.S.  businesses  to  claim  that  their  interest  in 
NAFTA  is  due  to  the  potential  of  the  Mexican  market,  one-twentieth  the 
size  of  ours.    If  indeed  this  is  really  the  case,  U.S.  business  should  be 
looking  to  invest  in  our  Afiican-American  communities  whose  purchasing 
power  is  already  greater  than  the  entire  Mexican  market. 

In  1990,  the  aggregate  purchasing  power  of  the  Afi4can-American 
community  alone  was  $265  billion.    That  same  year,  the  Gross  Domestic 
Product  (GDP)  which  represents  all  private  and  public  sector  spending 
and  investment  in  die  entire  country  of  Mexico  was  only  $5  billion  more 
or  1270  billion. 

Clearly,  then  the  purchasing  power  of  the  Afiican-American 
community  is  already  much  greater  than  Mexico's  consumer  market.    The 
average  African-American  worker  makes  three  to  four  times  the  average 
Mexican  worker.    In  1991,  the  median  weekly  earnings  for  African- 
Americans  was  1348  as  compared  to  193.60  for  Mexican  workers.    There 
is  also  enormous  growdi  potential  in  the  Afiican-American  market.    Today, 
the  unemployment  rate  in  our  Afiican-American  conmiunities  averages  14 
percent.    If  the  American  business  community  were  making  investments  in 
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jobs,  plants  and  equipment  in  our  African-American  communities  as  it  is 
doing  in  Mexico  the  unemployment  rate  would  plunmiet  thereby 
increasing  the  size  of  the  consumer  market  and  the  tax  revenues  of  our 
local,  state  and  federal  governments. 

While  NAFTA  backers  argue  that  U.S.  companies  are  not  moving  to 
Mcsdco  in  order  to  pay  low  wages,  the  evidence  forces  an  opposite 
conclusion.    Productivity  in  Mexican  e:iq}ort  industries  is  80  to  100  percent 
of  that  in  similar  industries  in  ihe  U.S.,  vdiile  wages  are  only  10  to  13 
percent  of  U.S.  levels. 

In  February,  it  was  revealed  that  the  Mexican  government's  largest 
development  bank  was  a  significant  investor  —  diey  have  since  withdrawn  - 
-  in  the  AmeriMex  Maquiladora  Fund  which  was  established  to  purchase 
established  domestic  United  States  companies.   The  prospectus  estimated 
that  manufacturing  companies  now  paying  |7  to  |10  an  hour  to  their 
workers  in  the  United  States  can  pay  Mexican  workers  just  11.15  to  11.30 
an  hour.   Business  and  trade  organizations  continue  to  use  the  lure  of  low 
wages  to  woo  investors  and  U.S.  companies  south  of  the  border. 

In  the  1980s,  manufacturiisg  productivity  in  Mexico  rose  28  percent, 
^diile  real  wages  fell  24  percent.    In  an  increasing  number  of  industries, 
labor  productivity  in  Mexico  is  even  higher  than  in  comparable  U.S.  plants 
because  the  plants  are  more  modem  and  it  is  cheap  to  offer  extensive 
training. 

The  main  reason  that  Mexican  productivity  gains  are  not  mirrored 
in  wage  increases,  is  the  authoritarian  policies  of  the  Mexican  government 
Wage  increases  are  set  by  agreements  between  the  government,  the 
business  associations  and  the  official  labor  unions.    In  the  1970's,  the  ratio 
between  U.S.  and  Mexican  wages  was  three  to  one.    It  has  now  fallen  to 
eight  to  one  and  goes  even  higher  in  selected  industries. 

NAFTA  is  not  priniiarily  a  fi-ee  trade  agreement.    It  is  an  investment 
agreement  designed  to  protect  investments  which  U.S.  companies  make  in 
Mexico.  ) 

Second,  theory  and  real  life  often  don't  operate  in  ihc  same 
manner.   According  to  economic  theory,  free  trade  will  result  in  lower 
consumer  prices.   But,  even  the  proponents  Hufbauer  and  Schott  predict 
that  the  "efficiency"  benefit  flowing  to  the  American  consumer  as  a  result 
of  NAFTA  will  total  $2  billion  fi-om  a  $6  trillion  U.S.  economy.    Ladies  and 
gendemen,  pull  out  your  pocket  calculator.   That  works  out  to  |8  a  year 
for  the  average  American  or  two  cents  a  day. 

Then,  tiiere  are  additional  costs  to  the  U.S.  economy  that  no  one  is 
talking  about.    In  addition  to  die  personal  and  business  tax  revenue  losses 
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that  I  have  already  discussed,  die  Government  Accounting  Office  recendy 
calculated  that  the  U.S.  would  lose  J 5.9  billion  over  the  next  five  years 
from  tariff  revenues. 

What  about  the  cost  of  worker  retraining.    The  Administration  and 
the  NAFTA  supporters  concede  that  it  will  be  necessary  to  institute  retrain 
programs  for  workers  -v^o  lose  their  jobs  as  a  result  of  NAFTA   A 
moderate  worker  retraining  costs  110,000  per  worker.    If  100,000  workers 
a  year  for  the  next  ten  years  lose  their  jobs  as  a  result  of  NAFTA,  the  cost 
of  retraining  would  totsil  |1  billion.    This  does  not  include  funds  for 
border  environmental  cleanup  and  other  associated  costs. 

I  hope  that  these  remarks  will  supplement  the  original  testimony 
provided  by  Ms.  Chavez-Thompson. 


Allen 
ative  Affiurs  Specialist 


MDA:inlin 
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CHAIRMAN  CONYERS'  FOLLOWUP  QUESTIONS  -  MR.  LARRY  BROWN 

I.  IMPACT  ON  PUBLIC  SECTOR  JOBS  AND  SERVICES 

1 .  You  have  described  in  your  testimony  that  you  can  anticipate  the  effect  of  the 
NAFTA  on  public  sector  employment  because  of  your  experiences  with  the 
Canadian-U.S.  agreement. 

In  your  opinion,  will  NAFTA  have  any  positive  effect  on  public  sector 
employment? 

What  provisions  in  NAFTA  protect  against  a  similar  wealcening  of  social 
programs  in  your  country? 

2.  Administration  witnesses  point  to  provisions  in  the  agreement  that  preclude 
the  downward  harmonization  of  standards. 

How  do  you  respond  to  this  testimony? 

3.  We  have  heard  in  testimony  that  NAFTA  will  provide  net  economic  gains  for 
all  three  countries. 

How  do  you  respond  to  this  testimony? 

In  what  industries  do  you  anticipate  job  loss? 

Are  there  regions  of  the  country  that  will-  experience  disproportionate 
job  loss  or  wage  reduction? 

Are   there   ethnic    or    minority   groups   that    will    disproportionately 
experience  job  loss  or  wage  reduction? 

What  does  your  analysis  tell  you  about  the  capacity  of  those  groups  to 
recover  from  the  effect  of  NAFTA? 

4.  You  testified  that  the  provision  of  new  public  services  and  the  expansion  of 
existing  programs  will  be  almost  prohibited  under  NAFTA. 

~  What  language  in  the  agreement  prohibits  the  creation  or  expansion  of 
public  services? 

-  How  do  you  anticipate  this  will  this  affect  the  Clinton  Administration's 
health  care  reform  goals?  Couldn't  it  also  have  an  impact  on  dislocated 
worlcers  assistance  |>rogranns? 
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7  September  1993 

Rosalind  Burkc-Alcxander 

Clerk 

Subcommittev  on  Legtelaiion  and  National  Security 

B-373  Raybunt  House  Office  Building 

Washington,  D.C.  20S1S 

U.S-A. 

Dear  Ms.  Butkc-Aleunder  . 

This  is  in  response  (o  the  Augusl  S,  1993  letter  sent  to  me  by  John  Couyers,  Jr.. 
Chairman,  Legislation  and  National  Security  Subcommittee.  That  letter  lelated  to  the 
testimony  I  gave  to  the  Subcommittee  during  its  lecent  hearing  on  the  Impact  of  NAFTA 
un  the  Public  Sector,  and  set  out  several  Tollow-up  questions. 

As  explained  earlier,  Mr.  Conyers'  letter  arrived  at  my  office  while  1  was  attending  an 
international  conFerencc  in  Finland.  Theiefoic,  I  have  only  lecenily  been  able  to  put 
together  a  detailed  reply  for  the  Subcommittee's  consideration.  You  will  find  it  enclosed 
with  this  letter. 


NationuUmon  e» 

^•LIC  AtO  GBOUU. 

Ennona 

Stnocat  NAUOMjU. 
MS  »«ioitacT 
suHora  amtuu* 
(T  Du  »cmM  rune 
2(41  RivnacxDoNt 
Sum  204 
Ottawa,  0«<ta*io 
Canada 
KlvaN4 

[6I1]SU-IM] 

Fax 

iil3]  S2MM77 

JilMaCukHCT 

Nations  PuaufNt 

PMDOiNT  MATIONAl 


Nammi 

SKUtTUT'TUAtum 

MAnONM 


Please  fieel  free  to  contact  me  if  you,  Mr.  Conycts,  or  other  Subcommittee  merobers 
require  any  iiinhcr  information. 

Sinceiety, 


Latiy  B» 

National  Secretary-Treasurer 


encl. 


c.c.  James  Clancy,  National  Piesident 


® 
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RESPONSES  TO  QUESTIONS  ON  NAFTA  AND  THE  PUBLIC  SECTOR: 


1.      NAFTA's    effect   on    public   sector   employment    and 
provisions    in    NAFTA    which    have    the    effect    of   weakening   of 
Canadian    social    programs. 


•  NAFTA  reproduces,  expands  and  extends  the  original  FTA,  and  as 
such  is  a  renegotiation  of  the  FTA.    The  result  on  the  whole  makes  a 
bad  deal  considerably  worse  for  the  public  sector  in  Canada. 
Practically  speaking  it  is  often  impossible  to  separate  out  continuing 
FTA  impacts  from  anticipated  additional  NAFTA  impacts. 

•  The  core  provisions  of  the  FTA  enhance  the  power  (  and  hence 
mobility)  of  capital  and  explicitly  reduce  vital  Canadian  government 
powers.     The  reduced  bargaining  power  of  governments  (  and 
unions)  vis  capita!  in  the  new  North  American  market  has  produced 
a  major  restructuring  of  Canadian  industry.  The  brunt  of  this 
restructuring  has  been  borne  in  the  first  instance  by  the 
manufacturing  sector  which  in  the  last  four  years  has  seen 
unprecedented  plant  closures.     One  of  the  effects  of  this  restructuring 
has  been  the  greatly  weakened  fiscal  capacity  of  federal  and 
provincial  governments,  both  in  terms  of  a  shrinking  tax  base  and 
increase  fiscal  expenditures   to  attract  large  corporate 
investmcnt.(imagine  under  NAFTA  the  consequence  of  93 
jurisdictions  competing  for  this  investment).     Although  public  sector 
employment  to  date  has  fared  relatively  well  compared  to  private 
manufacturing  employment,  the  stage  is  now  set  for  major  cutbacks 
here  as  well.     It  should  also  be  noted  that  the  resulting  fiscal 
pressure  (  which  also  has  its  roots  in  an  extremely  tight  monetary 
policy —  also  thought  to  be  linked  to  the  FTA)  has  led  the  federal 
government   and   most   provincial   governments   to   implement  public 
sector  wage  freezes  and  rollbacks. 

■  Public  sectur  enterprise  (  or  crown  corporations  as  they  are  called 
in  Canada)  has  been  a  vital  pan  of  Canadian  economic  development 
in  a  wide  range  of  activities  from  air  and  rail   transportation  to 
telecommunications    to   energy   (petroleum   and   electrical)   to 
biotechnology  to  health  care  insurance.     While  the  FTA  and  NAFTA 
permit  the  continuation  of  existing  corporations,  the  FTA  (and  even 
more  NAFTA)  constrains  their  ability  to  meet  their  original  mandates 
which  are  broader  than  just  commercial  goals.  The  basic  thrust  of 
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FTA/NAFTA  is  that  public  sector  intervention  in  the  economy, 
whether  direct  or  indirect,  is  not  seen  a  legitimate  or  optimal. 
Although   it  is   tolerated  through   grandparenting  provisions  etc.,  the 
clear  structural  bias  however  is  to  greater  privatization  and 
deregulation   which   will   ensure  in  the  future  an  increasingly  marginal 
role  for  the  public  sector.     The  Conservative  government  which  is 
committed  to  these  NAFTA-entrenched  goals  in  a  way  which 
fundamentally   departs   from   Canadian   traditions,   has   already 
privatized  dozens  of  public  sector  enterprises  involving  well  over 
100,000  employees  and  billions  of  dollars  of  assets;     and  has  greatly 
weakened  our  social  safety  net  in  the  last  four  years. 

•  For  an  elaboration  of  the  points  described  above  see  the  following 
attached    documents: 

-  Bruce  Campbell,  "Globalization.Trade  Agrreements  and 
Sustainability"   in  "The  Environmental   Implications  of  Irade 
Agreements"  CELA,   1993 

-  Ian  Robinson,  North  American  Trader  as  if  Democracy 
Mattered"  Canadian  Centre  For  Policy  Alternatives,  Sept.   1993 

-  Jean  Swanson,  "Ministry  of  Misery",  Canadian  Forum  Sept 
1993 

-  Mel  Clark  confidential  memo  on  Medicare 

-  Canadian  Union  of  Public  Employees,  Brief  to  Parliamentary 
Committee 


2.    Key    provisions    encouraging    the    downward    harmonization 
of    labour    and    environmental    standards. 

•The  core  investment  provisions   introduce   a  powerful  incentive  to 
lower  labour  and   environmental   standards  in   the  North   American 
market.  There  is  much  evidence  that  the  FTA  is  already  having  this 
effect  on  Canadian  standards  which  are  in  general  higher  than  US 
standard.  (  For  an  elaboration  see  Bruce  Campbell  in  the  CELA  report 
op.  cit.,).     None  of  the  nice  language  either  in  the  preamble  or  the  in 
the  so-called  pollution  haven  clause  will  have  any  effect  in 
promoting  an  upward  harmonization   of  standards.   On   the  contrary 
they   are  powerless   to  prevent   the  downward  pressiire  on   standards 
imposed  by  the  investment  provisions  of  NAFTA.  On  standards,  as  in 
other  areas  of  the  deal,  declarative  statements  are  made—  (from  a 
Canadian   perspective  for  example,   our  cultural  industries  arc 
supposedly  exempted  --  NAFTA  article  210;  or  our  health  care 
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systems  protected  (  NAFTA  annex  II-C-9)]  when  in  fact  enforcement 
measures  are  not  provided,   or  enforcement  measures  are   taken 
away,  or  other  provisions  make  them  ineffective. 

•  In  theory  a  province  or  a  state  should  it  want  to,  or  be  able  to  defy 
the  free  trade  market  pressure,  is  permitted  to  implement  higher 
standards  (  eg.  article  712).  But  in  practice  these  standards  must 
meet  a  series  of  tests:  the  "legitimate  objective"  test^  the  "necessity" 
test  and  the  "least  trade  restrictive"  test,  which  greatly  limit  the 
government  right  and   make  environmental   and   social   objectives 
subordinate  to  deregulated   trade   and   investment  priorities. 

•  In  the  case  of  sanitary  and  phytosanitary  standards  there  is 
provision  for  the  explicit  harmonization  of  standards.  But  from  a 
Canadian  perspective  the  direction  is  downward   because  the 
Canadian  criterion  for  developing  standards,  ie.  health  risk,  has  been 
replaced  by  the  lower  risk-benefit  standard  in  which  risks  to  health 
are  weighed  against  economic   benefit. 

•  A  final  set  of  provisions  which  contribute  to  lowering  of  standards 
involves  the  transfer  of  responsibility  for  setting  these  standards  to 
secretive  international  bodies  such  as  Codus  Alimentarius  in  which 
corporate  interests   are   heavily  represented   and   which   public 
participation  or  access  to  information  is  practically  non  existent.  The 
history  of  achieving  improvements   in   standards  is  the  result  of 
political  pressure  applied   by   social   and  environmental   activists 
working  at  the  national  and  subnaiional  level.  Legislative  gains 
achieved  in  one  jurisdiction  then  serve  as  models  to  be  replicated  in 
others.     The  present  situation  greatly  frustrates  if  not  negating,  this 
dynamic. 

•  For  a  detailed  analysis  of  these  last  three  points  see  Michelle 
Swenarchuk,     "The  Environmental  Implications  of  NAFTA:  a  legal 
analysis  in   "   the  Environmental  Implications  of  International  Trade 
Agreements"  CELA,  1993  op.cit. 


3.   The   claims   of  net   economic   gains   for   all   three   countries 

•  The  short  response  is  that  in  all  three  countries  the  winners  under 
FT  A/NAFTA  are  confined  to  a  narrow  stratum  of  society  and  the 
losers  are  middle  and  lower  income  citizens  in  all  three  countries*.     It 
should  also  be  said  that  NAFTA  is  a  part  of  a  broader  approach  to 
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economic  and  social  policy,  a  neoconservative  laissez  faire  approach 
which    exacerbates    unemployment   and   inequality,    perpetuates 
instability  and  the  underconsumption  crisis  in  which  we  find 
ourselves,  undercuts   standards  and  erodes  the  quality  of  our 
democracy. 

•  All  the  CGE  models  that  government  uses  to  claim  that  NAFTA  will 
create  jobs  employ  unrealistic  assumptions  about  economic  activity 
under  free  trade.  A  study  to  be  published  in  late  September  by  the 
Canadain  Centre  For  Policy  Alternatives  constructs  a  CGE  model  into 
which  are  plugged  'real  world  '  assumption  products  some  startling 
different  result  in  terms  loss  jobs,  wages  and  output.     It  is  also  useful 
to  compare  the  the  actual  job  record  under  free  trade  in  Canada  with 
the  rosy  predictions  made  by  these  models,  the  differences  are  quite 
dramatic.  (  see  table  Bruce  Campbell  op.  cit.  page  13) 

•  The  FT  A/NAFTA  far    from  being  a  job  creator  is  a  job  destroyer. 
The  record  of  Canada  is  concrete  evidence  of  that. 

•  Given  past  trends,  the  economy  should  have  created  a  net  1.5 
million  jobs.  In  fact  it  has  created  no  jobs  since  the  beginning  of  free 
trade.  On  the  contrary,  there  has  been  an  overall  destruction  of  more 
than   300.000  full-time  jobs. 

•  The  official  unemployment  rate  jumped  from  7.6%  to  the  current 
11.4%.  However,  taking  into  account  the  drop  in  participation  in  the 
job  market  and  the  rise  in  involuntary  part-time  employment,   the 
real  unemployment  rate  has  more  than  doubled  to   15%. 

•  Manufacturing  employment,  which  was  more  or  less  stable 
throughout  the  1980s,  collapsed  by  22%  in  the  first  four  years  of  free 
trade,  a  record  exceeded  only  by  the  worst  four  years  of  the  1930s 
depression.     US  manufacturing  employment,  on  the  other  hand, 
shrank  by  6.6%  during  this  period.     Panicularly  vulnerable  sectors- 
plastics,  furniture,  machinery-  lost  one  third  of  their  work  force. 
Clothing  lost  40%  of  its  jobs.  One  prominent  computer  model  had 
predicted  that  the  clothing  jobs  would  expand  261%  under  free  trade. 

•  In  the  province  of  Ontario,  the  manufacturing  heartland  of  Canada, 
the  government  has  recorded  500  permanent  closures  of  major 
plants.  (Multiply  by  twenty  to  get  a  comparison  with  the  US.  ) 

•  Real  wages,  which  remained  steady  throughout  most  of  the 
eighties,  took  a  dive  in  the  years  following  the  introduction  of  the 
FTA.     Income  disparities  within  Canada  which  had  been  slowly 
worsening   since   the   mid-1970s,   accelerated   markedly   under  free 
trade.  The  bottom  60%  of  Canadian  families  saw  their  share  of  the 
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Canadian  income  pic  decline  more  in  the  four  years  since  1987  than 
in  the  14  years  prior  to  1987.  (Most  of  this  share  was  transferred  to 
the  richest  10%  of  families). 

•  How  have  supporters  of  the  FTA  interpreted  these  employment 
facts? 

Some  acknowledge  that  the  FTA  bears  a  major  responsibility  for  the 
loss  of  jobs  but  say  that  these  are  inevitable  **adjustment  costs"  of  a 
shake-out  that,  once  complete,  will  return  the  economy  to  a  "full 
employment"  equilibrium.   Most,  however,  assert  that  Canada's 
employment  problems     are  not  due  to  the  FTA  (or  only  marginally 
so)  but  rather  are  due  to  cyclical  forces,  ie.,  to  the  global  recession 
which  all  industrialized  countries  are  experiencing  (and  how  can  the 
FrA  be  blamed  for  this?).      Moreover,  they  contend  that,  because  of 
real  world  complexities,  it  is  impossible  to  isolate  the  role  of  the  FTA 
as  a  causal  factor  in  job  losses.  Even  so,  they  say,  overall  job  loss 
would  have  been  even  greater  without  the  FTA  in  place.     For 
evidence  they  point  to  record  goods  exports  to  the  US,  omitting  to 
mention,  however,  the  even  larger  record  imports  of  goods  and 
especially  services  from  the  US  during  the  last  four  years. 

•But  if  the  Canadian  employment  problem  is  basically  a  cyclical 
phenomenon,  then  why  did  the  official  Canadian  unemployment  rate 
rise  by  more  than  double  the  rise  in  the  US  unemployment  rate  since 
the  end  of  1988?  Why  was  the  net  drop  in  Canadian  manufacturing 
employment  three-and~a-half  times  greater  than   the  drop  in   US 
manufacturing  employment  since  the  end  of  1988?     Why  have 
manufacturing  job  losses  due  to  permanent  plant  closures  jumped  to 
65%  of  total  losses  during  this  recession  compared  to  the  "norm"  of 
25%  during  the  last  recession?     Why  do  surveys  of  large  corporations 
regularly  reveal  the  FTA  (and  NAFTA)  to  be  lhS-<lominant   factor 
shaping  their  restructuring  strategies,  and  why  do  these  strategies 
indicate  an  actual  or  anticipated  diversion  of  investment  away  from 
Canada?     Although  examples  of  plant  closures  abound,  why  is  it  so 
difficult  to  find  examples  of  plant  openings,  and  even  rarer,  openings 
that  involve  major  job  creation?  And  why  after  four  long  years  of 
recession  is  the  current  feeble  recovery  a  "jobless  recovery?" 

•Answers  to  these  questions  would  suggest  that  a  major  structural 
change  in  the  Canadian  economy,  upon  which  a  cyclical  process  is 
superimposed,  has  been  the  dominant  cause  of  this  massive  job 
dislocation.  And  it  is  a  good  bet  that  the  FTA.  as  the  largest  structural 
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shock  that  the  Canadian  economy  has  undergone  in  recent  years,  is 
playing  a  major  (if  not  precisely  quantifiable)  role. 

•  For  an  analysis  of  "Manufacturing  jobs  Vulnerable  to  Relocation 
under  NAFTA",     see  Canadian  Labour  Congress  document  attached. 

•  As  indicated  earlier  the  effect  of  the  FTA  on  public  sector 
employment  is  largely  indirect  and  therefore  delayed.  However  we 
can  now  anticipate  with  the  public  sector  in  great  tinancial  stress,  an 
accelerated  shedding  of  public  sector  jobs. 

For  an  account  of  the  prospects  for  the  Canadian  educational  system 
under  "free  trade"  see  John  Calvert  and  Larry  Keuhn    "    Pandora's 
Box:  Corporate  Power,  Free  Trade  and  Canadian  Education" 
forthcoming  September  1993  (  One  draft  chapter  attached) 


4.   NAFTA   and   constraints   on   the   provision   of  public 
services. 

•  Many  of  the  constraints  on  expansion  of  public  services  have 
already  been  mentioned  and  and  elborated  in  the  attached 
documents.     Some  provisions  directly  constrain  new  public  services 
such  a  those  in  deal  with  public  monopolies  and  compensation 
requirements  (  see  NAFTA  chapter  IS)  It  is  clear  that  if  the 
FTA/NAFTA  had  been  in  place  in  1967  Canada  could  never  have 
never  have  brought  in  its  national  public  health  care  system.  The 
compensation  obligations  to  private  insurance  companies  and  to  the 
drug  companies  alone  would  have  made  it  prohibitively  expensive.  A 
good  example  of  how  the  FTA  works  to  discourage  the  introduction  of 
new  public  services  is  the  Ontario  Government's  abandonment  of  its 
electoral  conmiitment  to  bring  in     public  auto  insurance  similar  to 
that  in  place  in  other  provinces  (  see  Bruce  Campbell-attached— for 
an  brief  account  of  this).    The  added  expense  of  bringing  in  a  national 
public  child  care  program  under  these  terms  would  be  prohibitive 

•  The  effect  of  NAFTA  on  US  health  policy  would  be  much  different 
than  on  Canadian  health  policy,  not  only  because  policies  and 
institutions,  traditions  differ  between  the  two  countries,  but  also 
because  NAFTA  is  an  agreement  between  countries  of  vastly 
different  sizes  and  economic  and  political  strengths.  One  can't  begin 
to  compare  the  influence  of  US  corporate  power  on  Canada  with 
Canadian  corporate  power  on  the  US.     Therefore,  the  withdrawl  of 
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benefits  to  US  producers  in  the  Canadian  market  for  violation  of 
NAFTA  is  obviously  much  less  damaging  than  withdrawl  of  benefits 
from  Canadian  producers  in  the  US  market.  This  asymmetry  means 
that  US  policy  can  disregard  the  letter  or  spirit  of  NAFTA  on  an  issue 
of  national  priority,  eg.  health  care,  and  not  have  to  be  too  concerned 
about  a  debilitating  retaliation.       Smaller  partners  have  to  be  much 
more  careful  about  following  the  letter  of  the  law.  The  harmonization 
of  policies  and  institutions,  without  explicit  safeguards,  results 
inevitably  in  the  smaller  partner  coming  to  resemble  the  larger.  With 
Canada  having  a  stronger  social  safety  net,  more  effective 
mechanisms  of  redistribution  and  a  greater  public  sector  role  in 
economic  and  social  life,  many  Canadians  who  have  been  influential 
in   creating   these  policies   and  institutions   are  understandably 
concerned  about  their  erosion. 

•  For  example  without  a  common  code  of  allowable  subsidies 
whether  for  health  care   or  workers   adjustment  assistance  programs, 
national  law  applies  under  NAFTA,  and  either  country  could  target 
either  of  these  programs  as  an  unfair  subsidy.  In  theory  both 
country's  programs  are  vulnerable  to  trade  retaliation.   In  practice 
only  Canada's  are  vulnerable  because  it  is  much  more  dependent  on 
the  US  market  than  vice  versa.  Canadian  retaliation  vs.  US  exporters 
that  beheHt  from   these  programs  would  relatively  minor  compared 
lo  the  US  retaliation  against  for  example  Canadian  health  care 
'subsidies" 

•  That  said,  it  would  seem  that  NAFTA  gives  another  tool  to  vested 
US  private  interests  that  are  resisting  changes  to  US  health  care  in 
order  to  protect  their  interests.  The  intellectual  property  provisions 
of  NAFTA  entrench  and  expand  the  rights  of  drug  company  cartels 
and  is  anti-competitive  in  the  classic  sense.  Thus  if  a  US 
administration  wanted     to  reduce  oligopolistic  drug  pricing  by  ensure 
greater  competition   through  compulsory   licensing   and   shorter 
monopoly  protection,  it  would  have  difficulty  in  doing  so.     The 
companies  would  as  a  last  resort  charge  that  it  violates  international 
law  and     challenge  the  law     through  for  example  the  NAFTA  investor 
state  dispute  mechanism   before   an  international   tribunal.      Sinularly 
NAFTA  provisions  on  monopolies  and  the  compensation 
requirements—  in   the  event  that   the  health   reform  took  health 
insurance  at  least  in  partly  out  of  the  private  domain -could  provide 
additional  obstacles  to  such  reform.     But  again  this  would  be  much 
more  a  domestic  Oght  with  Canadian  corporate  interests  playing  at 
most  only  a  marginal  role. 


270 


CHAIRMAN  CONYERS'  FOLLOWUP  QUESTIONS  -  DR.  WILLIAM  NISKANEN 


I.  GOVERNMENT  PROCUREMENT 

1 .  Mexico  is  allowed  a  tan-year  transition  period  to  come  into  compliance  with 
the  procurement  provisions  of  NAFTA,  as  well  as  an  annual  set-aside  of  $1 
billion. 

In  your  opinion,  what  were  the  factors  that  led  the  U.S.  to  agree  to 
these  exclusions  when  so  much  of  the  U.S.  market  is  open  to 
competition? 

Given  these  exclusions,  how  Is  this  agreement  fair  to  U.S. 
manufacturers  and  service  providers? 

Doesn't  the  U.S.  market  provide  disproportionately  more  opportunities 
to  foreign  suppliers? 

How  do  we  achieve  a  balance  with  this  agreement? 

2.  As  we  have  heard  earlier,  in  procurement  contracts  by  government-owned 
enterprises  the  threshold  for  proctjrement  coverage  is  (250,000  for  goods  and 
services  and  (8  million  for  consttuction  services.  This  represents  much  of  the 
Mexican  market. 

How  will  small  and  minority  businesses  wiH  be  able  to  compete  in  a 
market  with  such  a  high  threshold? 

Given  that  so  much  of  the  Mexican  procurenrwnt  market  is  subject  to 
this  high  threshold,  doesn't  this  agreement  best  serve  the  interests  of 
larger  companies?  At  the  same  time,  won't  small  businesses  in  the  U.S. 
be  faced   with  greater  competition  from  Mexican  suppliers? 

3.  Critics  of  NAFTA  suggest  that  State  govemmants  may  be  compelled  to 
maintain  procuramant  polidaa  and  pracdcas  that  conform  to  the  requirements 
of  the  agreamant. 

-  Are  there  any  instances  in  which  you  can  envision  NAFTA  procurement 
laws  prevailing  over  State  laws? 

-  What  languaga  in  tha  agraamant  spacifically  precludes  NAFTA  from  pre- 
empting Stata  procuramant  laws? 
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11.  IMPACT  ON  GOVERNMENT  ENTITLEMENTS  AND  PUBLIC  SECTOR  ACTIVITIPS 

4.  You  stated  in  testimony  that  NAFTA  would  result  in  a  reallocation  of  resources 
toward  activities  that  each  party  does  best. 

In  your  opinion,  what  are  those  activities  that  the  U.S.  does  best?  What 
about  Canada?    What  about  Mexico? 

Are  there  regions  of  the  country  that  will  experience  disproportionate 
job  loss  or  wage  reduction? 

Are    there    ethnic    or    minority    groups    that    will    disproportionately 
experience  job  loss  or  wage  reduction? 

Should  there  be  a  safety  net  for  those  who  are  displaced  when  activities 
move  to  other  countries? 

5.  President  Clinton  has  indicated  that  the  NAFTA  implementing  legislation  will 
include  provisions  for  comprehensive  worker  adjustment  assistance.  The 
Administration  has  also  committed  to  seelting  additional  environmental  funding 
to  ciean-up  specific  sites  and  for  infrastructure  improvement. 

~  In  your  opinion,  what  would  a  comprehensive  worlcer  adjustment 
program  loolc  lilce? 

-         How  should  it  be  paid  for? 

6.  Testimony  was  pr«s«nt*d  that  the  provision  of  new  public  services  and  the 
expansion  of  existing  programs  will  bo  almost  prohibited  under  NAFTA. 

~         How  do  you  respond  to  this  testimony? 

~  How  will  this  affect  tho  Administration's  health  care  reform  goals? 
Couldn't  it  also  have  an  impact  on  dislocated  worlcers  assistance 
programs? 
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GOD 


August    12,    1993 


William  A.  Niskanen 
Chairman 


Ms.  Rosalind  Burke -Alexander 
Subcommittee  on  Legislation 

and  National  Security 
B-373  Rayburn  House  Office  Building 
Washington,  D.C.   20515 

Dear  Ms.  Burke -Alexander : 

This  letter  summarizes  very  brief  responses  to  the  questions 
raised  by  Rep.  Conyers  in  his  letter  to  me  of  August  5. 

1.  a)  I  do  not  know  what  factors  led  the  U.S.  negotiators 
to  agree  to  the  exclusions.   You  will  have  to  ask  them. 

b)  I  do  not  know  what  you  mean  by  the  word  "fair".   The 
issue  should  be  whether  there  are  net  benefits  to  the 
proposed  agreement,  not  whether  every  provision  has 
equal  effects  on  all  parties. 

c)  The  U.S.  market  provides  more  total  opportunities 
because  it  is  larger.   The  Mexican  market  provides  more 
new  opportunities  because  it  has  been  more  closed  and 
is  now  growing  more  rapidly. 

d)  There  is  no  reason  to  seek  "balance"  with  this 
agreement  in  terms  of  the  effects  on  every  sector. 

2.  a)  The  thresholds  have  the  effect  of  protecting  small 
contractors  in  each  country  from  foreign  competition. 
Small  U.S.  firms  will  have  difficulty  competing  for 
Mexican  government  procurement,  and  small  Mexican  firms 
will  have  difficulty  competing  for  the  U.S.  government 
procurement . 

b)  Larger  firms  will  have  more  opportunities  in  a  for- 
eign market  and  more  competition  in  their  home  market. 

3.  a)  Article  1210  eliminates  any  citizenship  or  residency 
requirements  for  the  licensing  and  certification  of 
professional  service  providers.   I  know  of  no  other 
provision  that  specifically  overrides  state  law. 

b)  I  have  not  read  the  final  version  of  Annex  1002.2 
that  bears  on  state  and  provincial  government  agencies, 
but  I  understand  that  it  exempts  state  and  local  gov- 
ernments from  the  general  provisions  affecting  govern- 
ment procurement.   In  the  case  of  state  licensing  and 
certification.  Article  1210  provides  that  "a  Party  shall 
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not  be  required  to  extend  to  a  service  provider  of 
another  Party  the  benefits  of  recognition  of  education, 
experience,  licenses,  or  certifications  obtained  in 
another  country  ..." 

a)  In  general,  the  U.S.  and  Canada  have  a  comparative 
advantage  in  goods  and  services  produced  by  high 
skilled  labor.   For  that  reason,  most  U.S. -Canada  trade 
is  within  the  same  industry.   Trade  with  Mexico  is  more 
likely  to  involve  the  exchange  of  technology  products 
and  professional  services  for  such  goods  as  apparel  and 
truck  farm  products. 

b)  I  do  not  expect  a  measurable  net  reduction  o^  em- 
ployment or  real  wages  in  any  region.   The  regions  that 
are  likely  to  benefit  most  are  the  southwest  and  the 
north  central  industrial  states. 

c)  Any  loss  of  jobs  or  real  wages  is  likely  to  be  lim- 
ited to  low  skilled  workers,  of  whatever  race  or  ethnic 
group .  i 

d)  I  question  the  value  of  a  special  safety  net  for 
those  displaced  by  foreign  trade.   There  is  a  much 
stronger  case  for  a  general  program  to  upgrade  the 
vocational  skills  of  low-skilled  workers. 

a)  A  comprehensive  worker  adjustment  program  should 
probably  include  limited  term  unemployment  insurance, 
vocational  training,  and  possibly  relocation 
assistance.  I 

b)  Reduce  spending  on  th^  many  low  priority  federal 
programs.   A  long  list  is  available  from  Cato  on  re- 
quest .  I 

a)  I  have  no  idea  what  might  be  a  plausible  basis  for 
this  testimony. 

b)  No  direct  effect  on  health  policy  reform.   Portabil- 
ity of  health  insurance  will  facilitate  worker  adjust- 
ment but  is  already  required  by  law. 

Sincerely, 


William  ti.  'Niskanen 
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